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STATEMENT OF SENATOR A. WILLIS ROBERTSON 


At my request the Comptroller of the Currency, the Board of 
Governors of the Federal Reserve System, the Federal Deposit Insur- 
ance Corporation, the Federal Home Loan Bank Board, and the 
Bureau of Federal Credit Unions have submitted legislative recom- 
mendations to the Senate Committee on Banking and Currency for 
consideration during the current study of the Federal statutes govern- 
ing financial institutions and credit. Each agency made a section 
by section analysis of its statutory authority for the purpose of 
recommending the elimination of obsolete provisions and the addition 
of new authority where needed to meet present day requirements. 

The agencies’ proposals fall within the general scope of the com- 
mittee’s inquiry. Our study is limited to a consideration of legisla- 
tion to improve the basic structure of our financial system rather 
than a discussion of economic policy or an attempt to alter funda- 
mental concepts. 

These recommendations will be given careful study by the members 
of the committee, as well as by the members of our advisory committee. 
It is hoped that the proposals will stimulate constructive discussion 
of the issues involved among individuals and organizations in the 
financial field. 


A. Wiis Ropertson, 
Acting Chairman for Study of Federal Statutes 
Governing Financial Institutions and Credit. 
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STUDY OF BANKING LAWS 


Legislative Recommendations of the Federal 
Supervisory Agencies 


RECOMMENDATIONS OF THE COMPTROLLER OF THE 
CURRENCY 


Lerrer oF TRANSMITTAL 


Tue Secrerary or THE TREASURY, 
W ashinaton,. October 1. 1956. 
Hon. A. Winurs Roperrson, 
United States Senate, Washington, D.C. 

My Dear Senator: In compliance with the request contained in 
your letter of July 20, 1956, addressed to the Comptroller of the Cur- 
rency, there are enclosed herewith recommendations as to the changes 
which it is believed should be made in the Federal statutes dealing with 
national banks which are administered by this Department. 

Your attention is called to the fact that while the quoted statutes are 
identified by reference to their section numbers in the United States 
Code, the text has been actually taken from the Statutes at Large. 

Time has not permitted obtaining the advice of the Bureau of the 
Budget as to the relationship of the proposals to the program of the 
President. This advice will be transmitted at a later date. 

Very truly yours, 
W. Ranpoten Burcess, 
Acting Secretary of the Treasury. 


1. COMPTROLLER OF THE CURRENCY; SALARY 


Ewisting law 

Title 12, U. S. C., sec. 2 (U.S. R.S., see. 325). —The Comptroller 
of the Currency shall be appointed by the President, by and with 
the advice and consent of the Senate, and shall hold his office for a 
term of five years unless sooner removed by the President, upon reasons 
to be communicated by him to the Senate; and he shall receive a salary 
at the rate of $15,000 a year. 


Recommendation 

To eliminate by amendment reference to the salary of the Comptrol- 
ler of the Currency. 
Reasons 

The Comptroller’s compensation of $20,500 per annum is provided 


for under the Federal Executive Pay Act of 1956, therefore the 
obsolete reference in this statute to his salary should be eliminated. 
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2. Fourts AND Firra Derury ComMPprro.uers OF CURRENCY 


Existing law 

Title 12, U. S. C., sec. 4 (U.S. R. S. 327).—There shall be in the 
Bureau of the Comptroller of the Currency a Deputy Comptroller of 
the Currency, to be appointed by the Secretary who shall possess the 
power and perform the duties attached by law to the office of Comp- 
troller during a vacancy in the office or during the absence or inability 
of the Comptroller. The Deputy Comptroller shall also take the oath 
of office prescribed by the Constitution and laws of the United States, 
and shall give a like bond in the penalty of fifty thousand dollars. 

Title 12, U.S. C., sec.6.—An Assistant Deputy Comptroller shall be 
appointed by the Secretary of the Treasury, and shall possess the power 
and perform the duties attached by law to the office of the Comptroller 
during a vacancy in the office of Comptroller and Deputy grey, Soho 
or during the absence or inability of the Comptroller and the Deputy 
Comptroller, and said Assistant Deputy Comptroller shall give a like 
bond in the penalty of fifty thousand dollars. 

Title 12, U.S. C., sec.6.—In addition to the two Deputy Comptrollers 
of the Currency now provided for-by law, there shall be in the Bureau 
of the Comptroller of the Currency a third Deputy Comptroller of the 
Currency who shall be appointed in the same manner and shall take 
a like oath of office and give a like bond as the Deputy Comptrollers now 
provided for by law. Under the direction of the Comptroller of the 
Currency, such additional Deputy Comptroller shall have charge 
of the administration of the provisions of this title relating to the 
organization and operation of National Agricultural Credit Corpora- 
tions and shall perform such other duties as shall be assigned to him 
by the Comptroller of the Currency. 


Recommendation 


It is recommended that the statutes be amended to provide for 
fourth and fifth Deputy Comptrollers of the Currency if, in the judg- 
ment of the Comptroller, one or both are essential to the adequate 
discharge of his responsibilities. 

Reasons 

The volume of work in the Comptroller’s Office has greatly increased 
over the past several years, creating a need for additional Deputy 
Comptrollers. There has been a sizable increase in the number of 
branch applications, in the number of proposed mergers and consolida- 
tions which must be approved by the Comptroller, in capital increase 
programs on the part of the banks, etc. In addition, the pressure of 
the fierce competition which exists in banking today has caused banks 
to search for new methods of doing business and new ways of serving 
their customers to better advantage. All of these matters require 
the careful attention of a Deputy Comptroller of the Currency, and 
the burden placed on the present deputies is too great to be continued 
indefinitely. At the present time two additional Deputy Comptrollers 
are needed and would permit a greater amount of time and effort to be 
spent on important problems of banking supervision than is now 
possible. Since the Comptroller’s staff is paid out of assessments on 
national banks, additional Government appropriations or expenditures 
would not be necessary. 
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3. APPOINTMENT AND CLASSIFICATION OF CLERKS 


Ewisting law 

Title 12, U. 8S. C., sec.8 (U.S. R.S., sec. 828).—The Comptroller of 
the Currency shall employ, from time to time, the necessary clerks, to 
be appointed and classified by the Secretary of the Treasury, to 
discharge such duties as the Comptroller shall direct. 


Recommendation 

To eliminate by amendment reference to appointment and classifi- 
cation by the Secretary of the Treasury of Nerke employed by the 
Comptroller of the Currency. 


Reasons 
The appointment and classification of employees of the Comptroller 
of the Currency are now subject to the Classification Act administered 
by the Civil Service Commission. In practice the Secretary of the 
reasury does not classify employees of the Comptroller’s Office. 


4. Home Owners’ Loan CorporaTION OBLIGATIONS 


Ewisting law 

Title 12, U.S. C., sec. 24 (U.S. R.S., sec. 5136).—* * * Seventh. 
* * * The business of dealing in securities and stock by the associa- 
tion shall be limited to purchasing and selling such securities and 
stock without recourse, solely upon the order, and for the account of, 
customers, and in no case for its own account, and the association 
shall not underwrite any issue of securities or stock: Provided, ‘That 
the association may purchase for its own account investment securities 
under such limitations and restriction as the Comptroller of the Cur- 
rency may by regulation prescribe. In no event shall the total amount 
of the investment securities of any one obligor or maker, held by the 
association for its own account, exceed at any time 10 per centum of 
its capital stock actually paid in and unimpaired and 10 per centum of 
its unimpaired surplus fund, except that this limitation shall not re- 
quire any association to dispose of any securities lawfully held by it 
on the date of enactment of the Banking Act of 1935. As used in this 
section the term “investment securities” shall mean marketable obliga- 
tions evidencing indebtedness of any person, copartnership, association, 
or corporation in the form of bonds, notes and/or debentures commonly 
known as investment securities under such further definition of the 
term “investment securities” as may by regulation be prescribed by the 
Comptroller of the Currency. Except as hereinafter provided or 
otherwise permitted by law, nothing herein contained shall authorize 
the purchase by the association for its own account of any shares of 
stock of any corporation. The limitations and restrictions herein 
contained as to dealing in, underwriting and purchasing for its own 
account, investment securities shall not apply to obligations of the 
United States, or general obligations of any State or of any political 
subdivision thereof, or obligations issued under authority of the Fed- 
eral Farm Loan Act, as amended, or issued by the thirteen banks for 
cooperatives or any of them or the Federal Home Loan Banks or the 
Home Owners’ Loan Corporation, * * *, 

Title 12, U.S. C., sec. 371e (Fed. Res. Act, sec. 23A, pars. 1-3).— 
No member bank shall (1) make any loan or any extension of credit 
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to, or purchase securities under repurchase agreement from any of 
its affiliates, or (2) invest any of its funds in the capital stock, bonds, 
debentures, or other such obligations of any such affiliate, or (3) 
accept the capital stock, bonds, debentures, or other such obligations 
of any such affiliate as collateral security for advances made to any 
person, partnership, association, or corporation, if, in the case of any 
such affiliate, the aggregate amount of such loans, extensions of credit, 
repurchase agreements, investments, and advances against such col- 
lateral security will exceed 10 per centum of the capital stock and 
surplus of such member bank, or if, in the case of all such affiliates, 
the aggregate amount of such loans, extensions of credits, repurchase 
agreements, investments, and advances against such collateral security 
will exceed 20 per centum of the capital stock and surplus of such 
member bank. 

Within the foregoing limitations, each loan or extension of credit 
of any kind or character to an affiliate shall be secured by collateral 
in the form of stocks, bonds, debentures, or other such obligations 
having a market value at the time of making the loan or extension of 
credit of at least 20 per centum more than the amount of the loan or 
extension of credit, or of at least 10 per centum more than the amount 
of the loan or extension of credit if it is secured by obligations of any 
State, or of any political subdivision or agency thereof : Provided, That 
the provisions of this paragraph shall not apply to loans or extensions 
of credit secured by obligations of the United States Government, the 
Federal intermediate credit banks, the Federal land banks, Federal 
Home Loan Banks, or the Home Owners’ Loan Corporation, or by such 
notes, drafts, bills of exchange, or bankers’ acceptances as are eligible 
for rediscount or for purchase by Federal reserve banks. <A loan or 
extension of credit to a director, officer, clerk, or other employee or 
any representative of any such affiliate shall be deemed a loan to the 
affiliate to the extent that the proceeds of such loan are used for the 
benefit of, or transferred to, the affiliate. 

For the purpose of this section, the term “affiliate” shall include 
holding-company affiliates as well as other affiliates, and the provisions 
of this section shall not apply to any affiliate (1) engaged solely in 
holding the bank premises of the member bank with which it is affili- 
ated; (2) engaged solely in conducting a safe-deposit business or the 
business of an agricultural credit corporation or livestock loan com- 
pany; (3) in the capital stock of which a national banking association 
is authorized to invest pursuant to section 25 of this Act, as amended, 
or a subsidiary of such affiliate, all the stock of which (except qualify- 
ing shares of directors in an amount not to exceed 10 per cones is 
owned by such affiliate; (4) organized under section 95(e) of this Act, 
as amended, or a subsidiary of such affiliate, all the stock of which 
(except qualifying shares of directors in an amount not to exceed 10 
per centum) is owned by such affiliate; (5) engaged solely in holding 
obligations of the United States or obligations fully guaranteed by the 
United States as to principal and interest, the Federal intermediate 
credit banks, the Federal land banks, the Federal Home Loan Banks, 
or the Home Owners’ Loan Corporation; * * *. 


Recommendations 


It is recommended that section 5136 of the Revised Statutes and 
section 23A of the Federal Reserve Act be amended by deleting there- 
from the words “Home Owners’ Loan Corporation.” 
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Reasons 


The act of June 30, 1953 (67 Stat. 126), dissolved and abolished the 
Home Owners’ Loan Corporation. We are informed that all bonds of 
the Corporation were retired on January 27, 1950. Since there are no 
longer any obligations of the HOLC outstanding, it would appear that 
reference to such obligations as eligible investments for national banks 
and as eligible collateral security for loans, should be eliminated from 
the statutes quoted above. 


5. Restrict Stare AutrHorities From Sussectine NATIONAL BANKS TO 
EXAMINATIONS AND LICENSING 


Ewist ing law 

Title 12, U. S. C., sec. 24 (U.S. R. S., sec. 5136) —Paragraph 
Seventh: 

+ + 2 a * . ® 

Seventh. To exercise by its board of directors or duly authorized 
officers or agents, subject to law, all such incidental powers as shall be 
necessary to carry on the business of banking; by discounting and nego- 
tiating promissory notes, drafts, bills of exc hange, and other evidences 
of debt; by receiving deposits; by buying and selling exchange, coin, 
and bullion ; by loaning money on personal security ; and by obtaining, 
issuing, and circul: ating notes according to the provisions of this title. 

* * * > * * * 
Recommendation 

It is recommended that section 5136 of the Revised Statutes be 
amended by adding a proviso at the end of the first sentence in para- 
graph seventh thereof which would declare that no national bank shall 
be subjected to examination by, or required to be licensed by, or to pay 
any license or assessment fee, or penalty to, any State, politic: al sub- 
division, or other agency or instrumentality of a State as an incident 
to such bank’s right to make loans or to discount and negotiate promis- 
sory notes, drafts, bills of exchange, conditional sales contracts, and 
other evidences of debt or to carry on the business of banking. 
Reasons 

Various States have enacted legislation which requires national 
banks within the State to acquire a license from the State authorities 
in order to qualify as a licensed Jender. These laws are to enable the 
State to protect the public in the field of small loans and installment 
purchase contracts. In order to acquire the obligations arising from 
these transactions national banks have in many cases elected to be 
licensed under the State law. These State laws customarily require 
examination of the licensed lenders by the State authorities. In some 
cases where the national banks have qualified as licensed lenders the 
State banking authorities have contended that such national banks 
should be subjected to examination as a licensed lender. 

Any examining or other v isitorial power attempted to be exercised 
by State officials over national banks in this respect roe uy in direct 
conflict with section 5240 of the Revised Statutes (12 U. 484) and 
any attempt by the State to levy and collect a license tax en ars to be 
in conflict with section 5219 of the Revised Statutes (12 U. S. C. 548) 
which defines the limits within which States may tax national banks. 
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National banks derive their general powers from section 5136 of the 
Revised Statutes (12 U.S. C. 24) including all such incidental powers 
as are necessary to carry on the business of banking. Since installment 
purchase contracts represent evidences of debt national banks may 
legally acquire them. Therefore no State statute can deprive such 
banks of that power or append conditions which would require national 
banks to obtain licenses or pay license fees. However, some State offi- 
cials disagree with this view and contend that the national banks must 
comply fully with all the provisions of the State law including the 
examining and licensing requirement. In order to eliminate contro- 
versies with State banking officials who seek to enforce State licensing 
and examining requirements with respect to national banks, sec- 
tion 5136 should be amended to follow the above recommendation. 
Amendment of this section in accordance with our recommendation 
will, of course, merely be declaratory of existing law. 


6. CONTRIBUTIONS BY NATIONAL BANKS 


Existing law 


Title 12, U.S. C., sec. 24, par. eighth (U.S. R.S8., sec. 5136). —Upon 
duly making and filing articles of association and an organization 
certificate, the association shall become, as from the date of the execu- 
tion of its organization certificate, a body corporate, and as such, and 
in the name designated in the organization certificate, it shall have 
power— 

* * * ? * + + 

Eighth. To contribute to community funds, or to charitable, philan- 
thropic, or benevolent instrumentalities conducive to public welfare, 
such sums as its board of directors may deem expedient and in the 
interests of the association, if it is located in a State the laws of which 
do not expressly prohibit State banking institutions from contributing 
to such funds or instrumentalities. 


Recommendation 


It is recommended that this statute be amended to permit national 
banks to make contributions in such sums as its board of directors may 
deem expedient and in the interests of the association to educational 
institutions not operated for profit and to organizations established 
for the purpose of civic improvement or betterment. The right of 
national banks to make such contributions should be made express. 
Organizations established for the purpose of civic improvement and 
betterment would include local development corporations designed 
to attract industry to the locality in which the bank is located. 

This statute should also be amended to eliminate the requirement 
that the national bank must be located in a State the laws of which do 
not expressly prohibit State banking institutions from contributing to 
such funds or instrumentalities. : 
Reasons 

There has always been doubt whether under the existing statute 
national banks could legally make contributions of the type which it 
is recommended they should be permitted to make. Since national 
banks may now make contributions to charitable, philanthropic, or 
benevolent instrumentalities conducive to public welfare, there would 
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seem to be little doubt that they should also be permitted to make con- 
tributions to educational institutions which are not operated for private 
profit. Also, national banks existing in particular localities have the 
same moral obligations to support organizations established to benefit 
the community as do other corporations and individuals. Con- 
sequently, the jaw should permit them to make contributions to such 
organizations. It cannot be denied that local development corpora- 
tions which seek to attract industry to their communities will, if suc- 
cessful, benefit the entire community and contributions to them would 
be in the best interests of the banks. 

There is no reason why the status of State laws in relation to State 
banks should be a condition to the making of contributions by national 
banks. 

CHANGE or Location or A Nationat Bank 


Existing law 

Title 12, U. S. C., sec. 30.—That any national banking association 
may change its name or the place w here its operations of discount and 
deposit are to be carried on, to any other one within the State, but 
not more than thirty miles distant with the approval of the Comp- 
troller of the Currency, by the vote of shareholders owning two-thirds 
of the stock of such association. A duly authenticated notice of the 
vote and of the new name or location selected shall be sent to the office 
of the Comptroller of the Currency ; but no change of name or location 
shall be valid until the Comptroller shall have issued his certificate 
of approval of the same. 


Recommendation 


Amend statute to eliminate the word “place” and substitute the word 
“location” and provide that no change in location of the main oflice 
within the limits of the city, town, or village in which it is located 
will be permissible without the approval of the Comptroller of the 
Currency. 


Reason 

The Comptroller has interpreted this statute to mean that a bank 
may change the location of its head office within the city where it 
was chartered to do business without his approval. It is believed 
that all changes of location should be subject to his approval. 


8. CONSOLIDATIONS AND MERGERS OF BANKS 


Ewisting law 

Title 12, U.& o or more national banking 
associations loc ated within sheei same “State, county, city, town, or 
village may, with the approv: al of the Comptroller of the Currene y, 
consolidate into one association under the charter of either existing 
banks, on such terms and conditions as may be lawfully agreed upon 
by a majority of the board of directors of each association proposing 
to consolidate, and be ratified and confirmed by the affirmative vote 
of the shareholders of each such association owning at least two-thirds 
of its capital stock outstanding, at a meeting to be held on the call of 
the directors after publishing notice of the ‘time, place, and object of 
the meeting for four consecutive weeks in some newspaper published 
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in the place where the said association is located, and if no newspaper 
is published in the place, then in a paper aera nearest thereto, 
and after sending such notice to each shareholder of record by regis- 
tered mail at least ten days prior to said meeting: Provided, That the 
capital stock of such consolidated association shall not be less than 
that required under existing law for the organization of a national 
bank in the place in which it is located: And provided further, That 
if such consolidation shall be voted for at said meetings by the neces- 
sary majorities of the shareholders of each of the associations pro- 
posing to consolidate, any shareholder of any of the associations so 
consolidated, who has voted against such consolidation at the meeting 
of the association of which he is a shareholder or has given notice in 
writing at or prior to such meeting to the presiding officer that he 
dissents from the plan of consolidation, shall be entitled to regeive the 
value of the shares so held by him if and when said consolidation shall 
be approved by the Comptroller of the Currency, such value to be 
ascertained as of the date of the Comptroller’s approval by an ap- 
praisal made by a committee of three persons, one to be selected by the 
shareholder, one by the directors, and the third by the two so chosen; 
and in case the value so fixed shall not be satisfactory to the shareholder 
he may within five days after being notified of the appraisal appeal to 
the Comptroller of the Currency, who shall cause a reappraisal to be 
made, which shall be final and binding; and if said reappraisal shall 
exceed the value fixed by said committee, the bank shall pay the ex- 
penses of the reappraisal; otherwise the appellant shall pay said 
expenses, and the value so ascertained and determined shall be deemed 
to be a debt due and be forthwith paid to said shareholder from said 
bank, and the share so paid shall be surrendered and after due notice 
sold at public aution within thirty days after the final appraisement 
provided for in this Act. 

Publication of notice and notification by registered mail of the 
meeting provided for in the foregoing paragraph may be waived by 
unanimous action of the shareholders of the respective associations. 
Where a dissenting shareholder has given notice as above provided to 
the association of which he is a shareholder of his dissent from the 
plan of consolidation, and the directors thereof fail for more than 
thirty days thereafter to appoint an appraiser of the value of his 
shares, said shareholder may request the Comptroller of the Currency 
to appoint such appraiser to act on the appraisal committee for and 
on behalf of such association. 

If shares, when sold at public auction in accordance with this 
section, realize a price greater than their final appraised value, the 
excess in such sale price shall be paid to the shareholder. The con- 
solidated association shall be liable for all liabilities of the respective 
consolidating associations. In the event one of the appraisers fails 
to agree with the others as to the value of said shares, then the valua- 
tion of the remaining appraisers shall govern. 

Title 12, U. S. C., sec. 34.—That associations consolidating with 
another association under the provisions of this Act. shall not be 
required to deposit lawful money for their outstanding circulation, but 
their assets and liabilities shall be reported by the association with 
which they have consolidated. And all the rights, franchises, and 
interests of the said national bank so consolidated in and to every 
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species of property, personal and mixed, and choses in action thereto 
belonging, shall be deemed to be transferred to and vested in suc! 
national bank into which it is consolidated without any deed or othe: 
transfer, and the said consolidated national bank shall hold and enjoy 
the same and all rights of property, franchises, and interests in the 
same manner and to the same extent as was held and enjoyed by tl 
national bank so consolidated therewith. 

Title 12, U. S. C., sec. 34a.—That any bank incorporated under the 
laws of any State, or any bank incorporated in the District of Colun 
bia, may be consolidated with a national banking association located in 
the same State, county, city, town, or village under the charter of such 
national banking association on such terms and conditions as may be 
lawfully agreed upon by a majority of the board of directors of each 
association or bank proposing to consolidate, and which agreement 
shall be ratified and confirmed by the affirmative vote of the share 
holders of each such association or bank owning at least two-thirds of 
its capital stock outstanding, or by a greater proportion of such 
capital stock in the case of feale ‘St: ite bank if the laws of the St ate 
where the same is organized so require, at a meeting to be held on ¢! 

call of the directors after publishing notice of the time, place, and 
object of the meeting for four consecutive weeks in some newspaper 
of general circulation published in the place where the said association 
or bank is situated, and in the legal newspaper for the publication of 
legal notices or advertisements, if any such paper has been designated 
by the rules of a court in the county where such association or bank is 
situated, and if no newspaper is published in the place, then in a 
paper of general circulation published nearest thereto, unless such 
notice of meeting is waived in writing by all stockholders of any such 
association or bank, and after sending such notice to each shareholder 
of record by registered mail at least ten days prior to said meeting, but 
any additional notice shall be given to the shareholders of such State 
bank which may be required by the laws of the State where the same 
is organized. The capital stock of such consolidated association shall 
not be less than that required under existing law for the organization 
of a national banking association in the plac e in which such consoli- 
dated association is located. Upon such a consolidation, or upon a 
consolidation of two or more national banking associations under sec- 
tion 1 of this Act, the corporate existence of each of the constituent 
banks and national banking associations participating in such consoli- 
dation shall be merged into and continued in the consolidated national 
banking association and the consolidated association shall be deemed to 
be the same corporation as each of the constituent institutions. All the 
rights, franchises, and interests of each of such constituent banks and 
national banking associations in and to every species of property, real, 
personal, and mixed, and choses in action thereto belonging, shall be 
deemed to be transferred to and vested in such consolidated national 
banking association without any deed or other transfer; and such con- 
solidated national banking association, by virtue of such consolidation 
and without any order or other action on the part of any court or other- 
wise, shall hold and enjoy the same and all rights of property, 
franchise, and interests, including appointments, ‘designations, and 
nominations and all other rights “and interests as trustee, executor, 
administrator, registrar of stocks and bonds, guardian of estates, 
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assignee, receiver, committee of estates of lunatics and in every other 
fiduciary capacity, in the same manner and to the same extent as such 
rights, franchises, and interests were held or enjoyed by any such 
constituent institution at the time of such consolidation: Provided, 
however, That where any such constituent institution at the time of 
such consolidation was acting under appointment of any court as 
trustee, executor, administrator, registrar of stocks and bonds, guard- 
ian of estates, assignee, receiver, committee of estates of lunatics or in 
any other fiduciary capacity, the consolidated national banking associa- 
tion shall be subject to removal by a court of competent jurisdiction in 
the same manner and to the same extent as was such constituent 
corporation prior to the consolidation, and nothing herein contained 
shall be construed to impair in any manner the right of any court to 
remove such a consolidated national banking association and to appoint 
in lieu thereof a substitute trustee, executor, or other fiduciary, except 
that such right shall not be exercised in such a manner as to discrimi- 
nate against national banking associations, nor shall any such con- 
solidated association be removed solely because of the fact that it is 
a national banking association. If such consolidation shall be voted 
for at said meetings by the necessary majorities of the shareholders of 
the association and of the State or other bank proposing to consolidate, 
and thereafter the consolidation shall be approved by the Comptroller 
of the Currency, any shareholder of either the association or the State 
or other bank so consolidated, who has voted against such consolidation 
at the meeting of the association of which he is a stockholder, or has 
given notice in writing at or prior to such meeting to the presiding 
officer that he dissents from the plan of consolidation, shall be entitled 
to receive the value of the shares so held by him if and when said con- 
solidation shall be approved by the Comptroller of the Currency, such 
value to be ascertained as of the date of the Comptroller’s approval by 
an appraisal made by a committee of three persons, one to be selected 
by the shareholder, one by the directors of the consolidated association, 
and the third by the two so chosen; and in case the value so fixed shall 
not be satisfactory to such shareholder he may within five days after 
being notified of the appraisal appeal to the Comptroller of the 
Currency, who shall cause a reappraisal to be made, which shall be 
final and binding; and the consolidated association shall pay the 
expenses of reappraisal, and the value as ascertained by such appraisal 
or reappraisal shall be deemed to be a debt due and shall be forthwith 
paid to said shareholder by said consolidated association, and the shares 
so paid for shall be surrendered and, after due notice, sold at public 
auction within thirty days after the final appraisement provided for in 
this Act; and if the shares so sold at public auction shall be sold at 
a price greater than the final appraised value, the excess in such sale 
price shall be paid to the said shareholder ; and the consolidated associ- 
ation shall have the right to purchase such shares at public auction, 
if it is the highest bidder therefor, for the purpose of reselling such 
shares within thirty days thereafter to such person or persons and at 
such price as its board of directors by resolution may determine. ‘The 
liquidation of such shares of stock in any State bank shall be deter- 
mined in the manner prescribed by the law of the State in such cases 
if such provision is made in the State law; otherwise as hereinbefore 
provided. No such consolidation shall be in contravention of the law 
of the State under which such bank is incorporated. 
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Where a dissenting shareholder has given notice as provided in this 
section to the bank of which he is a shareholder of his dissent from the 
plan of consolidation, and the directors thereof failed for more than 
thirty days thereafter to appoint an appraiser of the value of his shares 
said shareholder may request the Comptroller of the Currency to 
appoint such appraiser to act on the appraisal committee for and on 
behalf of such bank. In the event one of the appraisers fails to agree 
with the others as to the value of said shares, then the valuation of the 
remaining appraisers shall govern. 

Title 22. U.S. C., sec. 340. —QOne or more national banking associa- 
tions or one or more State banks, with the approval of the ¢ ‘omptroller, 
under an agreement not inconsistent with this Act, may merge into a 
national banking association located within the same State, under the 
charter of the receiving association. 

(b) The merger agreement shall— 

(1) be agreed upon in writing by a majority of the board of 
directors of each association or State bank participating in the 
plan of merger ; 

(2) be ratified and confirmed by the affirmative vote of the 
shareholders of each association or State bank owning at least 
two-thirds of the capital stock outstanding, at a meeting to be held 
on the call of the Tectia after publishing notice of the time, 
place, and object of the meeting for four consecutive weeks in a 
newspaper with general circulation in the place where the associa- 
tion or State bank is located, and after sending such notice to each 
shareholder of record by registered mail at Teast ten d: ays prior 
to the meeting, except to ‘those shareholders who specifically waive 
notice; 

(3) specify the amount of the capital stock of the receiving 
association which will be outstanding upon completion of the 
merger, the amount of stock (if any) to be allocated, and cash 
(if any) to be paid to the shareholders of the association or State 
bank being merged into the receiving association ; and 

(4) provide the manner of disposing of any shares of the 
receiving association not taken by the shareholders of the associ- 
ation or State bank merged into the receiving association. 

If a merger shall be voted for at the called meetings by the necessary 
majorities “of the shareholders of each association or State bank 
participating in the plan of merger, any shareholder of any association 
or State bank to be merged into the rec eiving association who has v oted 
against the merger at the meeting of the ‘shareholders, or has given 
notice in writing at or prior to the meeting to the presiding oflicer 
that he dissents from the plan of merger, shall be entitled to receive 
the value of the shares held by him if and when the merger shall be 
approved by the Comptroller. The value of the shares sh: all be ascer- 
tained, as of the date of the meeting of the shareholders of the associa- 
tion or State bank approving the merger, by an appraisal made by a 
committee of three persons, composed of (i) one selected by the vote 
of the holders of a majority of the stock, the owners of which are 
entitled to payment in cash; (ii) one selected by the directors of the 
receiving association; and (iii) one selected by the two so selected. 
The valuation agreed upon by any two of the three appraisers shall 
govern. If the value so fixed shall not be satisfactory to any dissent- 
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ing shareholder who has requested payment, that shareholder may, 
within five days after being notified of the appraised value of his shares, 
appeal to the Comptroller, who shall cause a reappraisal to be made 
which shall be final and binding as to value of the shares of the appel- 
lant. If, within ninety days from the date of consummation of the 
merger, for any reason, one or more of the appraisers have not been 
selected, or the appraisers have failed to determine the value of the 
shares, the Comptroller, upon written request of any interested party, 
shall cause an appraisal to be made which shall be final and binding 
on all parties. The expenses of the Comptroller in making the reap- 
praisal or the appraisal, as the case may be, shall be paid by the receiv- 
ing association. The value of the shares ascertained shall be promptly 
paid to the shareholders by the receiving association, and the shares so 
paid for shall be surrendered to and cancelled by the receiving associ- 
ation. The provisions of this paragraph shall apply only to share- 
holders of and stock owned by them in a bank or association being 
merged into the receiving association. 

(c) The corporate existence of the merging association or State 
bank shall be merged into that of the receiving association. All rights, 
franchises, and interests of the merging association or State bank in 
and to every type of property (real, personal, and mixed) and choses 
in action shall be transferred to and vested in the receiving association 
by virtue of such merger without any deed or other transfer. The 
receiving association, upon the merger and without any order or other 
action on the part of any court or otherwise, shall hold and enjoy all 
rights of property, franchises, and interests, including appointments, 
designations, and nominations, and all other rights and interests as 
trustee, executor, administrator, registrar of stocks and bonds, guar- 
dian of estates, assignee, receiver, committee of estates of lunatics, 
and in every other fiduciary capacity, in the same manner and to the 
same extent as such rights, franchises, and interests were held or 
enjoyed by any merging association or State bank at the time of the 
merger, subject to the conditions hereinafter provided. 

Where any merging association or State bank, at the time of the 
merger, Was acting under appointment of any court as trustee, execu- 
tor, administrator, registrar of stocks and bonds, guardian of estates, 
assignee, receiver, committee of estates of lunatics, or in any other 
fiduciary capacity, the receiving association shall be subject to removal 
by a court of competent jurisdiction in the same manner and to the 
same extent as was the merging association or State bank prior to the 
merger. Nothing contained in this section shall be considered to 
impair in any manner the right of any court to remove a receiving 
association and to appoint in lieu thereof a substitute trustee, executor, 
or other fiduciary, except that such right shall not be exercised in such 
a manner as to discriminate against national banking associations, nor 
shall any receiving association be removed solely because of the fact 
that it is a national banking association. 

(d) Any national banking association which is a receiving associa- 
tion may issue stock, with the approval of the Comptroller and in 
accordance with law, to be delivered to the shareholders of a merging 
State bank or national banking association as provided for by a merger 
agreement, free from any preemptive rights of the shareholders of 
the receiving association. 
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Title 12, U. S. C. sec. 34¢—As used in this Act the term 
(1) “State bank” means any bank, banking association, trust com 
pany savings bank (other than a mutual savings bank). or other 
banking institution which is engaged in the business of receiving 
deposits and which is incorporated: under the laws of any State, or 
which is operating under the Code of Law for the District of Columbia 
(except a national banking association located in the District of 
Columbia) ; 
(2) “State” means the several States, the several Territories, Puerto 
Rico, the Virgin Islands, and the District of Columbia; 
(3) “Comptroller” means the Comptroller of the Currency; and 
(4) “Receiving association” means the national banking association 
into which one or more national banking associations or one or more 
State banks, located within the same State, merge. 


Recommendations 


It is recommended that the statutes be amended to provide uniform 
ity in the provisions for giving notice of shareholders’ meetings, waiver 
of notice, dissenters’ rights including appraisal of the value of the 
stock of dissenters and payment of the expenses of appraisal or 
reappraisal by the ¢ ‘omptroller of the Currency, and manner of dis 
posing of stock not taken by dissenters but that no change be made 
in the merger provisions of title 12, United States Code, section 
34b (b) confining dissenters’ rights to the stockholders of the bank 
merged into the “receiving association”. It is also recommended that 
the statutes be amended to contain uniform provisions for the transfe1 
of fiduciary functions and the administration of estates to the result 
ing combined bank automatically and by operation of law, without 
any order or other action on the part of any court or otherwise, and 
similar uniformity regarding the fiduciary bank’s being subject to 
removal by a court of competent jurisdiction in the same manner 
and to the same extent as was the constituent association or bank 
to the consolidation or merger. 

Reasons 

There would appear to be no justification for requiring publication 
in the local newspaper for the publication of legal notices or adver- 
tisements in addition to publication in a newspaper of general circu- 
lation in one form of combination of banks and not in the others. 
It would appear that publication in a newspaper of general circula- 
tion published in the place where the association or bank is situated, 
or, if there is no such newspaper, then in a paper of general circu- 
lation published nearest thereto, is adequate. The phrase “or, if 
there is no such newspaper, then in a paper of general circulation, 
published nearest thereto” is not contained in the merger statute, 
title 12, United States Code, section 34b, and we believe it should be. 
There would likewise seem to be no justification for any variation in 
the provisions for giving notice of shareholders’ meetings, the waiver 
of such notice and in dissenters’ rights as to the procedure to be fol- 
lowed, the date on which the value of the dissenters’ stock is to be deter- 
mined, the applicability of that determined value to one or all 
dissenting stockholders, and the vote of dissenters required to choose 
a representative to participate in the appraisal of the value of such 
stock, and the payment for the expense of appraisal or reappraisal 
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made by the Comptroller of the Currency. Furthermore all three 
statutes should specify that the value of the dissenters’ stock should 
be determined as of the date of the meeting approving such consolida- 
tion or merger since that is the date on which the dissenter was dissat- 
isfied with the proposed consolidation or merger. Between the date 
of such shareholders’ meeting and the date of the consummation of 
the consolidation or merger the stock of the bank owned by the dis- 
senter might appreciate substantially in value, from which the dis- 
senter should not benefit, or might suffer a substantial depreciation in 
value, from which the dissenter should not suffer. All three statutes 
should provide that the stock of the constituent bank which he owns 
must be turned in for cancellation as a condition to the payment to 
him of its value, and that the stock of the resulting bank which would 
have been delivered to him is the stock which will be sold at auction. 
Nor is there justification for requiring that stock rejected by dissenters 
be sold at auction in one case, with any excess in the sale price above 
the appraised value going to the dissenting stockholder in two types 
of combinations but not in the third. The justification for confining 
dissenters’ rights to stockholders of the bank which merges into a 
receiving association under the provisions of title 12, United States 
Code, section 34b is that such statute is intended to be used only in 
cases of large banks taking over small banks where the value of the 
stock of the large bank will be affected only slightly, if at all. 

The merger statute, title 12, United States Code, section 34b, con- 
tains a provision that the value of shares of the dissenters shall be 
ascertained as of the date of the meeting of shareholders of the associa- 
tion or state bank approving the merger by an appraisal made by a 
committee of three persons composed of “one selected by the vote of 
the holders of a majority of the stock, the owners of which are entitled 
to payment in cash; * * *”, but title 12, United States Code, section 33 
and title 12, United States Code, section 34a would appear to give each 
dissenting shareholder the separate right of appraisal. Furthermore, 
the merger statute provides that the valuation agreed upon by any 2 of 
the 3 appraisers shall govern, whereas no such provision is contained 
in title 12, United States Code, section 33 or title 12, United States 
Code, section 34a. Furthermore, the merger statute provides that the 
value of the shares of dissenters shall be ascertained as of the date of 
the meeting of the shareholders of the association or State bank approv- 
ing the merger, whereas the other two statutes prescribe that such 
value should be ascertained as of the date of the Comptroller’s approval 
of the consolidation. Again, the merger statute prescribes that if, 
within 90 days from the date of consummation of the merger, one or 
more of the appraisers have not been selected or the appraisers have 
failed to determine the value of the shares, the Comptroller, upon 
written request of any interested party, shall cause an appraisal to be 
made which shall be binding on all parties. That provision is not 
contained in the other two statutes. Also title 12, United States Code, 
section 33 provides, with respect to reappraisals of stock of dissenters 
by the Comptroller of the Currency, that if the reappraisal shall exceed 
the value fixed by the appraisal committee, the bank shall pay the 
expenses; otherwise the appellant shall pay said expenses. Title 12, 
United States Code section 342 provides that the consolidated associa- 
tion shall pay the expenses of reappraisal, and title 12, United States 
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Code, section 34b prescribes that in such case the receiving association 
shall’ pay the expenses of reappraisal. It would appear that with 
respect to the matters referred to in this paragraph there should be 
uniformity in the three statutes. 

With respect to the transfer of fiduciary functions and the adminis- 
tration of estates, it is essential that these be transferred automatically 
to the resulting bank. Otherwise the fiduciary estates of various kinds 
would be deprived of anyone authorized to perform the duties of 
fiduciary with respect to such estates until they were transferred 
singly by appropriate court orders or by consents of the interested 

arties, including the beneficiaries in the case of private trusts. Such 
individual transfers would be costly and time-consuming and might, 
in fact, defeat a contemplated combination of two banks even though 
otherwise highly desirable and in the public interest. 


9. Brancues Rerarinep Arrer CONSOLIDATION OR MERGER 


Eevisting Law 

Title 12, U.S. C. sec. 36 (b) (U.S. R.S., sec. 5155) —lf a State bank 
is hereafter converted into or consolidated with a national banking 
association, or if two or more national banking associations are con- 
solidated, such converted or consolidated associations may, with re- 
spect to any of such banks, retain and operate any of their branches 


which may have been in lawful operation by any bank at the date of 
the approval of the Act. 


Recommendation 


It is recommended that this statute be amended to provide that upon 
the consolidation or merger of two or more national banking associa- 
tions or of a State bank with a national banking association the con- 
tinuing bank may retain and operate all of the branches which it had 
in lawful operation at the time of the merger or consolidation. 


Reasons 


A bank which takes over by merger or consolidation a State, or 
another national, bank should not for that reason have to give up the 
branches which it has in operation at the time of the consolidation or 
merger. The purpose of the existing law is to prevent a bank from 
acquiring branches where they could not legally be established under 
State law, by taking over other banks. This purpose does not exist 
in the case of branches of the continuing bank and there is no reason 
why it should not be permitted to continue without reestablishment 
and without securing anew the approval of the Comptroller of the 
Currency, the legally established branches which it already has in 
existence. 

10. Caprran or OurstipE BraNncHeEs 


Existing Law 

Title 12, U. 8. C., see. 86(c) (U.S. R. S., sec. 5155). —A national 
banking association may, with the approval of the Comptroller of the 
Currency, establish and operate new branches: (1) Within the limits 
of the city, town, or village in which said association is situated, if 
such establishment and operation are at the time expressly authorized 
to State banks by the law of the State in question; and (2) at any point 
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within the State in which said association is situated, if such estab- 
lishment and operation are at the time authorized to State banks by 
the statute law of the State in question by language specifically grant- 
ing such authority affirmatively and not merely by implication or 
recognition, and subject to the restrictions as to location imposed by 
the law of the State on State banks. In any State in which State banks 
are permitted by statute law to maintain branches within county or 
greater limits, if no bank is located and doing business in the place 
where the proposed agency is to be located, any national banking as- 
sociation situated in such State may, with the approval of the Comp- 
troller of the Currency, establish and operate, without regard to the 
capital requirements of this section, a seasonal agency in any resort 
community within the limits of the county in which the main office of 
such association is located, for the purpose of receiving and paying out 
deposits, issuing and cashing checks and drafts, and doing business 
incident thereto: Provided, That any permit issued under this sentence 
shall be revoked upon the opening of a State or national! bank in such 
community. Except as provided in the immediately preceding sen- 
tence, no such association shall establish a branch outside of the city, 
town, or village in which it is situated unless it has a combined capital 
stock and surplus equal to the combined amount of capital stock and 
surplus, if any, required by the law of the State in which such asso- 
ciation is situated forthe establishment of such branches by State 
banks, or, if the law of such State requires only a minimum capital 
stock for the estabilshment of such branches by State banks, unless 
such association has not less than an equal amount of capital stock. 


Recommendation 

It is recommended that the last sentence of this section be amended 
to make it clear that in its application it is not necessary to allocate 
‘apital for inside branches of national banks even though that would 
be required under State law in the case of State banks. 
Reasons 

Under existing law a national bank wishing to establish an outside 
branch must have combined capital and surplus equal to that which 
is required for the establishment of such a branch by a State bank. 
Some States require additional capital for branches located within 
the same city as the main office as well as additional capital for 
branches outside the main office city. National banks have never been 
required to have additional capital for the establishment of inside 
branches. It is not clear under the last sentence of this section that if 
a national bank having several inside branches wishes to establish an 
outside branch additional capital need not be allocated for each of the 
inside branches as well as for the outside branch to be established, 
even if the law of the State in which the national bank is located 
would require that to be done in the case of State banks. For example, 
if a national bank having 2 inside branches were situated in a State 
in which the laws of the State required $100,000 capital for the main 
office and $100,000 capital for each branch, including the inside 
branches, wished to establish an outside branch the inside branches 
need not be considered and the national bank would be permitted to 
establish an outside branch with a capital of $200,000 even though 
a similarly situated State bank would have to have $400,000 capital to 
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establish the outside branch. This isa result of the fact that Congress 
has indicated that national banks must follow State law with respect 
to the amount of capital necessary for the establishment of branches 
only in the case of branches located outside the city, town, or village 
in which the bank is situated. This point should be clarified in the 
existing law. 
11. Scuoon Savines Programs 

Existing law 

‘ttle 12, U. S. C., sec. 36 (f).—The term “branch” as used in this 
sction shall be held to include any branch bank, branch office, branch 
agency, additional office, or any branch place of business located in any 
State or Territory of the United States or in the District of Columbia 
at which deposits are received, or checks paid, or money lent. 
Recommendation 


It is recommended that this statute be amended by adding at the end 
thereof a proviso to the effect that the acceptance of deposits in further 
ance of a school thrift or savings plan by an officer, employee, or agent 
of a national bank at any school lo ‘ated in the trade area of the bank 
shall not be construed to be the operation of a branch. 


Reasons 

As a general rule it is the position of this office that the acceptance 
of deposits by an agent of a national bank at a place other than the 
bank’s offices constitutes branch banking under the definition contained 
in this section. However, we believe that the school savings program 
is desirable and that school children should be encouraged to save. 
Enactment of this legislation would remove any doubt that a national 
bank could participate in this activity. 


12. Payment or Srock 1x Nationa Bank 


Existing law 

Title 12, U. 8. C., sec. 53 (U.S. RLS. sec, 5140) —At least fifty per 
centum of the capital stock of every association shall be paid in before 
it shall be authorized to commence business; and the remainder of the 
capital stock of such association shall be paid in installments of at 
least ten per centum each, on the whole amount of the capital, as 
frequently as one installment at the end of each succeeding month from 
the time it shall be authorized by the Comptroller of the Currency to 
commence business; and the payment of each installment shall be 
certified to the Comptroller, under oath, by the president or cashier 
of the association. 

Title 12, U.S. C., sec. 26 (U.S. R.S., sec 5168).—Whenever a certifi- 
cate is transmitted to the Comptroller of the Currency, as provided in 
this Title, and the association transmitting the same notifies the Comp- 
troller that at least fifty per centum of its capital stock has been duly 
paid in, and that such association has complied with all the provisions 
of this Title required to be complied with before an association shall 
be authorized to commence the business of banking, the Comptroller 
shall examine into the condition of such association, ascertain espe- 
cially the amount of money paid in on account of its capital, the name 
and place of residence of each of its directors, and the amount of the 
capital stock of which each is the owner in good faith, and generally 
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whether such association has complied with all the provisions of this 
Title required to entitle it to engage in the business of banking; and 
shall cause to be made and attested by the oaths of a majority of the 
directors, and by the president or cashier of the association, a statement 
of all the facts necessary to enable the Comptroller to determine 
whether the association is lawfully entitled to commence the business 
of banking. 

Title 12, U. S. C., sec. 54 (U.S. R.S., sec. 5141).—Whenever any 
shareholder, or his assignee, fails to pay any installment on the stock 
when the same is required by the preceding section to be paid, the 
directors of such association may sell the stock of such delinquent share- 
holder at public auction, having given three weeks’ previous notice 
thereof in a newspaper published and of general circulation in the city 
or county where the association is located, or if no newspaper is pub- 
lished in said city or county, then in a newspaper published nearest 
thereto, to any person who will pay the highest price therefor, to be 
not less than the amount then due thereon, with the expenses of ad- 
vertisement and sale; and the excess, if any, shall be paid to the delin- 
quent shareholder. If no bidder can be found who will pay for such 
stock the amount due thereon to the association, and the cost of adver- 
tisement and sale, the amount previously paid shall be forfeited to the 
association, and such stock shall be sold as the directors may order, 
within six months from the time of such forfeiture, and if not sold it 
shall be cancelled and deducted from the capital stock of the associ- 
ation. If any such cancellation and reduction shall reduce the capital 
of the association below the minimum of capital required by law, the 
capital stock shall, within thirty days from the date of such cancella- 
tion, be increased to the required amount; in default of which a receiver 
may be appointed, according to the provisions of section fifty-two 
hundred and thirty-four, to close up the business of the association. 


Recommendation 


It is recommended that the requirements in sections 5140 and 5168 
of the Revised Statutes that 50 percent of capital stock be paid in be 
amended so as to require 100 percent of capital stock be paid in cash 
before a national bank shall be authorized to commence business. If 
such a change is deemed appropriate the provisions relating to install- 
ment payments in sections 5140 and 5141 should be eliminated from the 
statute. 


Reasons 


It is no longer deemed necessary that the statutes permit a national 
bank to open for business when only 50 percent of the capital stock 
has been paid in. It has been the practice of the Comptroller of the 
Currency since at least 1935 to require that 100 percent of the capital 
stock of a newly organized national bank must be paid in cash before 
it shall be authorised to commence business. 

Before a national bank is permitted to open for business 100 percent 
of the capital stock should be paid in cash in order to provide a 
sound capital structure. 


13. UNEARNED DivipENDS 
Ewisting Law 
Title 12, U. 8. C., sec. 56—No association, or any member thereof, 
shall, during the time it shall continue its banking operations, with- 
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draw, or permit to be withdrawn, either in the form of dividends or 
other’ wise, any portion of its capital. If losses have at any time been 
sustained by any such association, equal to or exceeding its undivided 
profits then on hand, no dividend shall be made; and no ) dividend shall 
ever be made by any association, while it continues its banking opera- 
tions, to an amount greater than its netprofits then on hand, de ducting 
therefrom its losses and bad debts. All debts due to any association, 
on which interest is past due and unpaid for a period of six months, 
unless the same are well secured, and in process of collection, shall be 
considered bad debts within the meaning of this section. But nothing 
in this section shall prevent the reduction of the « capital stock of the 
association under section fifty-one hundred and forty-three. 

Title 12, U. 8. C., sec. 60.—The directors of any association may, 
semiannually, declare a dividend of so much of the net profits of the 
association as they shall judge expedient; but each association shall, 
before the declaration of a dividend on its shares of common stoc ‘k, 

carrying not less than one-tenth part of its net profits of the prec eding 
half year to its surplus fund until the same shall equal the amount of 
its common capital: Provided, That for the purposes of this section, 
any amounts paid into a fund for the retirement of any preferred 
stock of any such association out of its net earnings for such half-year 
period shall be deemed to be an addition to its surplus fund if, upon 
the retirement of such preferred stock, the amount so paid into such 
retirement fund for such period may then properly be carried to 
surplus. In any such case the association shall be obligated to transfer 
to surplus the amounts so paid into such retirement fund for such 
period on account of the preferred stock as such stock is retired. 


Recommendations 


It is recommended that appropriate amendment to the statutes be 
enacted to require the approval of the Comptroller of the Currency 
before the directors of any national bank may declare and pay to 
shareholders of the association cash dividends which exceed the amount 
of net profits after taxes realized from banking operations during the 
previous 6 months’ period. Furthermore, that amendment be made 
to the statutes to permit directors of national banks to declare divi- 
dends quarterly, semiannually, or annually, as long as all legal re- 
quirements are met. 


Reasons 


There have been cases where national banks have paid dividends in 
excess of net profits after taxes for the previous 6 months’ period to 
shareholders even though such payment resulted in the dissipation of 
needed capital funds. 

A recent instance occurred in which the controlling block of the 
capital stock of a strongly capitalized and well- managed national bank 
was sold to another shareholder. The new majority shareholder nego- 
tiated a deal whereby the quarters of the bank were sold for a large 
sum in excess of the book value, the profit of over $400,000 was credited 
to the undivided profits of the bank, and the bank entered into a long- 
term lease at unduly heavy rental expense for its occupancy of the 
banking house it formerly owned. It seems possible, if not likely, that 
the exorbitant terms of the lease rather than the real value of the 
property may have been the principal factor in the negotiation of the 
selling price of the banking house. 
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Under the new majority share ownership, the directors of the bank 
declared over $1 million in dividends which exceeded by $480,000 the 
profit on the sale of the banking house as well as net profits from 
operations for the year. Theretofore, the annual dividend to share- 
holders amounted to $30,000 and today no dividend is being paid. 
Although this depletion of the capital funds of the bank did not violate 
the above-quoted statutes, its effect was the creation of an under- 
capitalized position, particularly so in the light of the policies of the 
new management which engaged in self-serving lending activities of 
an unsafe and unsound nature. The Comptroller of the Currency 

yarned the entire board of directors of the bank under title 12, United 
States Code, section 77 (Banking Act of 1933, sec. 30) which is a pre- 
liminary step toward their removal from office. However, the majority 
share ownership of the bank changed hands again and resulted in the 
election of another new board of directors. This bank still remains 
in an undercapitalized condition. Although the present management, 
which is the third within 2 years since the initial sale of control in 
1954, has been advised of the need for additional capital funds, the 
matter must be delayed until the settlement of litigation between 
former and present principal shareholders arising out of charges of 
fraud and misrepresentation in the sale of the shares and the banking 
house. 

It is deemed necessary to ask for the reasonable legal requirement 
that the Comptroller approve the payment of cash dividends exceed- 
ing the bank’s net profits after taxes for the previous 6 months to 
prevent such situations from arising. 

With respect to the recommendation concerning the frequency of 
declaration of dividends, many banks find it desirable to declare 
dividends at intervals more frequently than semiannually as now 
specifically provided in the law. To answer many inquiries concerning 
this subject the Comptroller of the Currency has incorporated the 
following ruling in the Digest of Opinions of the Office of the Comp- 
troller of the Currency Relating to Operations and Powers of National 
Banks: : 

“6310A. Declaration and payment of dividends more frequently 
than semiannually 

“Under R. 8. 5199 and 5204 (12 U.S. C. 60 and 56), the directors 
of a national bank are expressly empowered to declare dividends 
semiannually out of the bank’s ‘net profits.’ However, until the bank’s 
surplus equals its common capital, the bank must first carry ‘not 
less than one-tenth part of its net profits of the preceding half year 
to its surplus fund.’ (The ‘preceding half year’ refers to the six- 
months’ period ending June 30 or December 31, as the case may be.) 
Such dividends may be made payable more often than semiannually, 
such as quarterly. 

“The reference in R. S. 5199 to semiannual declaration of dividends 
is related to the requirement in the same sentence that, before declara- 
tion of a dividend, the bank shall carry not less than one-tenth part 
of its net profits to surplus until the same shall equal the amount of 
its common capital. There is no objection on the part of this office 
to more frequent declarations of dividends (for example, quarterly) 
so long as the bank’s surplus fund is at least equal to its capital.” 

This ruling is based upon the opinion that the law is Sigatigd to 
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be restrictive only as long as the surplus of the bank remains less than 
the amount of its capital. After the legally required capital and 
surplus relationship i is established and no further transfers of portions 
of net profits to surplus must be made, there seems to be no reason 
for restricting the declaration of dividends to a semiannual basis if 
there is no conflict with other provisions of law. A clarification of 
the statute to deal with what appears to be all-inclusive restrictive 
language would be helpful. 


14. INCREASE oF CAPITAL BY VOTE OF SHAREHOLDERS 


Keisting Law 

Title 12, U. S. C., see. 58—Any national banking association may, 
with the approval of the Comptroller of the Currency, by the vote 
of shareholders owning two-thirds of the stock of such association 
increase its capital stoc k, in accordance with existing laws, to any sum 
approved by the said Comptroller, notwithst: nding the limit fixed 
in its original articles of association and determined by said Comp- 
troller; and no increase of the ‘apital stock of any national banking 
association either within or beyond the limit fixed in its original 
articles of association shall be made except in the manner herein 
provided. 
Recommendation: 

It is recommended that section 58 be repealed. 
Reason: 

In 1950 the Attorney General was asked to consider whether or not 
a stock dividend which amounts to a capital increase could be issued 
under the provisions of title 12 United States Code section 58. He 
held that under section 58 a national bank could not lawfully declare 
stock dividends. Thereafter title 12, United States Code section 57 
was amended in order to provide for an increase of capital stock by 
the declaration of a stock dividend. Since section 57 incorporates 
the subject matter of section 58, and national banks have availed them- 
selves of section 57 instead of section 58, the latter should be repealed 
as it is now obsolete and never applied. 


- 
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15. CUMULATIVE VOTING IN THE ELECTION or NATIONAL BANK 
Drrecrors 
Eeisting law 


Title 12, U0. 8. C., sec. 61 (U.S. R. S., sec. 5144). —In all elections 


of directors, each shareholder shall have the right to vote the number 
of shares owned by him for as many persons as there are directors to 


be elected, or to cumulate such shares and give one candidate as many 
votes as the number of directors multiplied by the number of his shares 
shall equal, or to distribute them on the same principle among as many 

candidates as he shall think fit; and in deciding all other questions 
at meetings of shareholders, each shareholder shall be entitled to one 
vote on each share of stock held by him; except that (1) this shall not 
be construed as limiting the voting rights of holders of preferred 
stock under the terms and provisions of articles of association, or 
amendments thereto, adopted pursuant to the provisions of section 
302 (a) of the Emergency Banking and Bank Conservation Act, 
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approved March 9, 1933, as amended, (2) in the election of directors, 
shares of its own stock held by a national bank as sole trustee, whether 
registered in its own name as such trustee or in the name of its nominee, 
shall not be voted by the registered owner unless under the terms of the 
trust the manner in which such shares shall be voted may be determined 
by a donor or beneficiary of the trust and unless such donor or bene- 
ficiary actually directs how such shares shall be voted, (3) shares of its 
own stock held by a national bank and one or more persons as trustees 
may be voted by such other person or persons, as trustees, in the same 
manner as if he or they were the sole trustee, and (4) shares controlled 
by any holding company affiliate of a national bank shall not be voted 
unless such holding company affiliate shall have first obtained a voting 
permit as hereinafter provided, which permit is in force at the time 
such shares are voted, but such holding company affiliate may, without 
obtaining such permit, vote in favor of placing the association in volun- 
tary liquidation or taking any other action pertaining to the voluntary 
liquidation of such association. Shareholders may vote by proxies 
duly authorized in writing; but no officer, clerk, teller, or bookkeeper of 
such bank shall act as proxy; and no shareholder whose liability is past 
due and unpaid shall be allowed to vote. Whenever shares of stock 
cannot be voted by reason of being held by the bank as sole trustee, such 
shares shall be excluded in determining whether matters voted upon by 
the shareholders were adopted by the requisite percentage of shares. 


Recommendation 


Amend the statute in order to eliminate mandatory cumulative vot- 
ing in the election of directors of national banks but permit such 
association to retain cumulative voting by so providing in their 


articles of association. 
Reasons 

A national bank can best be operated where there is a high degree of 
unity in the directorate and in the official staff. The successful 
operation of any bank depends upon confidence of stockholders in the 
management, confidence of different members of the management body 
in each other, and confidence of the depositors and the community in the 
bank as an organization. Confidence is not engendered by having a 
minority group force itself on the directorate of a bank by the use of 
the cumulative voting provision, and in cases where such an end has 
been accomplished it has been the usual experience that the party or 
parties thus added to the boards have pursued a course of trouble- 
making, thereby lessening the mutual confidence of the directorate 
and the confidence of the staff in the directorate, and in some cases, 
the confidence of the community in the bank. 

Cumulative voting is not necessary in national banks because of the 
protection afforded to all classes of stockholders by the supervision 
exercised by the Office of the Comptroller of the Currency. National 
banks are regularly examined by the Office of the Comptroller and 
violations of law or actions not in the best interests of the stockholders 
are reported to the Comptroller by his examiners and corrective action 
is required by his office. 
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16. Reserves ReQgutrrep By Hotptine Company AFFILIATES 


visting law 

Title 12, U. S. C., sec 61 (c) (U. S. R.S., sec. 5144). —Notwith 
standing the foregoing provisions of this section after five years 
after the enactment of the Banking Act of 1933, (1) any such hold 
ing company affiliate the shareholders or members of which shall be 
individually and severally liable in proportion to the number of 
shares of such holding company affiliate held by them respectively, 
in addition to amounts invested therein, for all statutory liability 
imposed on such holding company affiliate by reason of its control 
of shares of stock of banks, shall be required only to establish and 
maintain out of net earnings over and above 6 per centum per annum 
on the book value of its own shares outstanding a reserve of readily 
marketable assets in an amount of not less than 12 per centum of the 
aggregate par value of bank stocks controlled by it, and (2) the 
assets required by this section to be possessed by such holding com- 
pany affiliate may be used by it for replacement of capital in banks 
affiliated with it and for losses incurred in such banks, but any de- 
ficiency in such assets resulting from such use shall be made up within 
such pra as the Board of Governors of the Federal Reserve System 
may by regulation prescribe; and the provisions of this subsection, 
instead of sub-section (b), shall apply to all holding company af_ili- 
ates with respect to any shares of bank stock owned or controlled by 
them as to which there is no statutory liability imposed upon the 
holders of such bank stock. 


Recommendation 


It is recommended that this statute be amended to provide that 
where a holding company affiliate of a member bank is in turn owned 
by another corporation which by virtue of such ownership becomes 
2 holding company affiliate, which in turn is owned by another cor- 
oration which is, therefore, a holding company affiliate, only the 
folding company affiliate which directly owns or controls a majority 
of the shares of capital stock of the member bank or the election of a 
majority of the directors of the member bank, should be required to 
maintain the requisite reserves. 


Reasons 


The purpose of this statute is to require that a holding company 
affiliate of a member bank must establish and maintain out of net 
earnings over and above 6 percent per annum on the book value of 
its own shares outstanding a reserve of readily marketable assets in 
an amount of not less than 12 percent of the aggregate par value of 
bank stocks controlled by it. The purpose of this requirement is to 
insure that a holding company affiliate owning bank stock will be 
in a position to aid the banks by replacement of capital in the event 
that losses make such replacement necessary. When such a reserve 
has been established and is maintained by a EP company affiliate 
directly owning bank stocks, there would seem to be no reason why 
parent companies of the holding company affiliate should also be 
required to maintain such reserves. In 1 case which recently came 
to our attention a single group of banks had 4 holding company, af- 
filiates in vertical alinement. Under these circumstances, and under 
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the interpretation placed on this statute by the Board of Governors 
of the Federal Reserve System, each of these parent companies would 
be required to maintain the specified reserves so that in effect reserves 
of 48 percent rather than 12 percent would be required. This re- 
quirement would be a major deterrent to nonmember State banks 
owned by the holding company affiliate giving consideration to con- 
version into national banks. There is no justification for such a 
requirement and the language of this statute should be rewritten to 
bring it into conformity with the intent of Congress. 


17. SHAREHOLDERS’ Lists 

Eaisting law 

Title 12, U. 8. C., sec. 62.—The president and cashier of every na- 
tional banking association shall cause to be kept at all times a full and 
correct list of the names and residences of all the shareholders in the 
association, and the number of shares held by each, in the office where 
its business is transacted. Such list shall be subject to the inspection 
of all the shareholders and creditors of the association, and the officers 
authorized to assess taxes under State authority, during business hours 
of each day in which business may be legally transacted. A copy of 
such list, verified by the oath of such president or cashier, shall be trans- 
mitted to the Comptroller of the Currency within ten days of any de- 
mand therefor made by him. 


Recommendation 


(1) This statute should be amended to eliminate the provision that 
creditors of the association may inspect the list of shareholders. 


(2) This statute should be amended by qualifying the right of the 
shareholders to inspect the shareholders list by providing that they 
may inspect the shareholders list only for a proper purpose not inimical 
to the interests of the bank. 

Reason 


(1) Double liability of shareholders in national banks has now been 
eliminated. With the elimination of the double liability there is no 
longer any reason to permit the creditors of the bank to view the share- 
holders lists. The purpose of that requirement was so that the credi- 
tors would know who were the shareholders against whom double lia- 
bility might be enforced in the event of the insolvency of the bank. 

(2) There appears to be no reason why shareholders of national 
banks should have any greater right of access to shareholders lists 
than the shareholders of corporations generally. That right is gen- 
erally limited to the right to inspect the shareholders list upon the 
showing of a proper purpose not inimical to the interests of the cor- 
poration. The present requirement related back originally to the 
double liability provisions of law, and there is no longer any need for 
the ove to be any broader than in the case of corporations 
generally. 


18. SHarenoupers Inpivipvan LIABinrry. 


Existing Law 


Title 12, U.S. C., sec. 63 (U.S. R.S., sec. 5151) —The shareholders 
of every national banking association shall be held individually respon- 
sible, equally and ratably, and not one for another, for all contracts, 
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debts, and engagements of such association, to the extent of the amount 
of their stock therein, at the par value thereof, in addition to the 
amount invested in such shares; except that shareholders of any bank- 
ing association now existing under State laws, having not less than 
five millions of dollars of capital actually paid in, and a surplus of 
twenty per centum on hand, both to be determined by the Comptroller 
of the Currency, shall be liable only to the amount invested in their 
shares; and such surplus of twenty per centum shall be kept undi- 
minished, and be in wldition to the surplus provided for in this Title; 
and if at any time there is a deficiency in such surplus of twenty per 
centum, such association shall not pay any dividends to its shareholders 
until the deficiency is made good; and in case of such deficiency, the 
Comptroller of the Currency may compel the association to close its 
business and wind up its affairs under the provisions of Chapter four 
of this Title. 

Title 12,U.S8.C., sec. 64 (Federal Reserve Act, sec. 23, par. 1).—The 
stockholders of every national banking association shall be held in- 
dividually responsible for all contracts, debts, and engagements of 
such association, each to the amount of his stock therein, at the par 
value thereof in addition to the amount invested in such stock. The 
stockholders in any national banking association who shall have trans- 
ferred their shares or registered the transfer thereof within sixty days 
next before the date of the failure of such association to meet its ob- 
ligations, or with knowledge of such impending failure, shall be liable 
to the’same extent as if they had made no such transfer, to the extent 
that the subsequent transferee fails to meet such liability; but this pro- 
vision shall not be construed to affect in any way any recourse which 
such shareholders might otherwise have against those in whose names 
such shares are registered at the time of such failure. 

Title 12,U.S8.C.,8sec.64a. (Banking Act of 1933, sec. 22,as amended 
by Banking Act of 1935, sec. 304).—The additional liability imposed 
upon shareholders in national banking associations by the provisions of 
section 5151 of the Revised Statutes, as amended, and section 23 of 
the Federal Reserve Act, as amended (U.S. C., title 12, sees. 63 and 64), 
shall not apply with respect to shares in any such association issued 
after the date of the enactment of this Act. Such additional liability 
shall cease on July 1, 1937, with respect to all shares issued by any 
association which shall be transacting the business of banking on July 
1, 1937 : Provided, That not less than six months prior to such date, such 
association shall have caused notice of such prospective termination of 
liability to be published in a newspaper published in the city, town, or 
county in which such association is located, and if no newspaper is 
published in such city, town, or county, then in a newspaper of general 
circulation therein. If the association fail to give such notice as and 
when above provided, a termination of such additional liability may 
thereafter be accomplished as of the date six months subsequent. to 
publication, in the manner above provided. In the case of each asso- 
ciation which has not caused notice of such prospective termination of 
liability to be published prior to May 18, 1953, the Comptroller of the 
Currency shall cause such notice to be published in the manner pro- 
vided in this section, and on the date six months subsequent to such 
publication by the Comptroller of the Currency such additional liabil- 
ity shall cease. 
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Recommendation 
To eliminate reference to shareholders individual liability by repeal- 
ing sections 63 and 64 of title 12. 


Reasons 

Title 12, United States Code, section 64a, as amended May 18, 1953, 
has eliminated the individual liability of the shareholders of a national 
bank provided for in sections 63 and 64. Therefore, the provisions of 
both sections are obsolete and unnecessary and should be repealed. 


19. SwaArEHOLDERS INpiIvipuAL Liapitiry Upon LiqumaTIon 


Existing law 

Title 12, U.S. C., sec. 65.—That when any national banking associa- 
tion shall have gone into liquidation under the provisions of section 
five thousand two hundred and twenty of said statutes, the individual 
liability of the shareholders provided for by section fifty-one hundred 
and fifty-one of said statutes may be enforced by any creditor of such 
association by a civil action brought by such creditor on behalf of 
himself and of all other creditors of the association, against the share- 
holders thereof, in the United States district court for the district in 
which such association may have been located or established. 

Title 12, U.S. C., sec. 66 (U.S. R.S., sec. 5152).—Persons holding 
stock as executors, administrators, guardians, or trustees, shall not be 
personally subject to any liabilities as stockholders; but the estates and 
funds in their hands shall be liable in like manner and to the same 
extent as the testator, intestate, ward, or person interested in such 
trust-funds would be, if living and competent to act and hold the 
stock in his own name. 


Recommendation 


To eliminate by repeal reference to enforcement of the shareholders 
individual] liability by creditors upon liquidation and personal liability 
of representatives of stockholders. 

Reasons 


Since section 64a, title 12, United States Code, has eliminated share- 
holders individual liability, any reference to such liability in subse- 
quent sections should be eliminated. Sections 65 and 66 are both 
obsolete. 


20. Exxecrion oF NatronaL BANK Drtrecrors 


Vxisting law 

Title 12, U. 8. C., sec. 75 (U.S. R. S., sec. 5149).—If, from any 
cause, an election of directors is not made at the time appointed, the 
association shall not for that cause be dissolved, but an election may 
be held on any subsequent day, thirty days’ notice thereof in all cases 
having been given in a newspaper published in the city, town, or 
county in which the association is located, and if no newspaper is 
published in such city, town, or county, such notice shall be published 
in a newspaper published nearest thereto. If the articles of association 
do not fix the day on which the election shall be held, or if no election 
is held on the day fixed, the day for the election shall be designated by 
the board of directors in their by-laws, or otherwise; or if the directors 
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fail to fix the day, shareholders representing two-thirds of the shares 
may do so. 


Recommendation 

It is recommended that this statute be amended to provide that if an 
election of directors is not held at the meeting of shareholders called 
for that purpose because the date set in the articles of association falls 
on a legal holiday, the meeting shall be held on the next following 
business d: ay. 


Reasons 

In some cases the day specified in the articles of association for 
annual shareholders’ meeting at which directors will be elected will 
fall on a legal holiday in the State in which the bank is located. In 
such cases the practice has been for a brief shareholders’ meeting to be 
held at which no business is transacted but the meeting adjourned 
until some subsequent date decided upon and the directors are elected 
at that adjournment of the annual meeting. It is believed that it would 
be preferable to provide by legislation that in this event the meeting 
shall be held and the directors elected on the next following business 
day. 

21. Removep Director or Orricer Voting Strock 


Existing law 

Title 12, U. S. C., sec. 77 (Banking Act of 1933, sec. 30) —When- 
ever, in the onlin ay the Comptroliet of the Cuphaney ‘y, any director 
or officer of a national bank, or of a bank or trust company doing busi- 
ness in the District of Columbia, or whenever, in the opinion of a 
Federal reserve agent, any director or officer of a State member bank 
in his district shall have continued to violate any law relating to such 
bank or trust company or shall have continued unsafe or “unsound 
practices in conducting the business of such bank or trust company, 
after having been war ned by the Comptroller of the Currency or the 
Federal reserve agent, as the case may be, to discontinue such violations 
of law or such unsafe or unsound practices, the Comptroller of the 
Currency or the Federal reserve agent, as the c ase may be, may certify 
the facts to the Board of Governors of the Federal Reserve System. 
In any such case the Board of Governors of the Federal Reserve System 

may cause notice to be served upon such director or officer to appear 
before such Board to show cause why he should not be removed from 
office. A copy of such order shall be sent to each director of the bank 
affected, by registered mail. If after granting the accused director or 
officer a reasonable opportunity to be heard, the Board of Governors 
of the Federal Reserve System finds that he has continued to violate 
any law relating to such bank or trust company or has continued un- 
safe or unsound practices in conducting the business of such bank or 
trust company after having been warned by the Comptroller of the 
Currency or the Federal reserve agent to discontinue such violation of 
law or such unsafe or unsound practices, the Board of Governors 
of the Federal Reserve System, in its discretion, may order that such 
director or officer be removed from office. A copy of such order shall 
be served upon such director or officer. A copy of such order shall 
also be served upon the bank of which he is a director or officer, where- 
upon such director or officer shall cease to be a director or officer of 
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such bank: Provided, That such order and the findings of fact upon 
which it is based shall not be made public or disclosed to anyone except 
the director or officer involved and the directors of the bank involved, 
otherwise than in connection with proceedings for a violation of this 
section. Any such director or officer removed from office as herein 
provided who thereafter participates in any manner in the manage- 
ment of such bank shall be fined not more than $5,000, or imprisoned 
for not more than five years, or both, in the discretion of the court. 


Recommendation 

It is recommended that section 77 be amended to prevent a director or 
officer of a national bank who has been removed under the provisions of 
section 77 from voting his shares of stock for any purpose at regular or 
special meetings of the shareholders. The remaining outstanding 
stock shall be regarded as 100 percent of the bank’s outstanding shares 
for all voting purposes. If the removed shareholder sells or transfers 
his shares, it may not be voted by the new owner unless the Comptroller 
of the Currency determines that the sale or transfer was bona fide and 
not merely an attempt by the removed officer to vote the shares through 
a third party. 


Reasons 

The statute provides that any director or officer who has been 
removed from office is subject to a fine of not more than $5,000, or im+ 
prisonment for not more than 5 years, or both, in the discretion of the 
court if he participates in any manner in the management of the bank. 
However, there is nothing in the statute that prosints a removed 


officer or director from voting the stock of the bank owned by him. 
Thus, if he owns more than 50 percent of the stock of the bank, he can, 
as a practical matter, manage the bank through those he is able to elect 
to the directorate, and, in order to eliminate his direct or indirect 
control, his stock while owned by him or anyone he controls should be 
deprived of its voting power and the remainder of the stock of the 
bank held by independent parties should be considered as representing 
100 percent of the voting stock of the bank. 


22. Liapmirires OF Nationa Banxs Unpbrer Reconsrrucrion 
Finance Corporation Act 

Existing law 

Title 12, U.S. C., sec. 82 (U.S. R.S., sec. 5202 ; Federal Reserve Act, 
sec. 13, par. 9).—No national banking association shall at any time 
be indebted, or in any way liable, to an amount exceeding the amount 
of its capital stock at such time actually paid in and remaining un- 
diminished by losses or otherwise, except on account of demands of the 
nature following: 

First. Notes of circulation. 

Second. Moneys deposited with or collected by the association. 

Third. Bills of exchange or drafts drawn against money actually 
on deposit to the credit of the association, or due thereto. | 

Fourth. Liabilities to the stockholders of the association for divi- 
dends and reserve profits. 

Fifth. Liabilities incurred under the provisions of the Federal 
Reserve Act. 
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Sixth. Liabilities incurred under the provisions of the Recon- 
struction Finance Corporation Act. 

Seventh. Liabilities created by the endorsement of accepted bills 
of exchange payable abroad actually owned by the endorsing bank 
and discounted at home or abroad. 

Eighth. Liabilities incurred under the provisions of section 202 of 
Title II of the Federal Farm Loan Act, approved July 17, 1916, as 
amended by the Agricultural Credits Act of 1923. 

Ninth. Liabilities incurred on account of loans made with the ex- 
press approval of the Comptroller of the meets | under paragraph 
(9) of section 5200 of the Revised Statutes, as amended. 

Tenth. Liabilities incurred under the provisions of section 13b of 
the Federal Reserve Act. 


Recommendation 
Eliminate by amendment paragraph 6 of section 82, title 12, 
United States Code. 


Reason 

The Reconstruction Finance Corporation is in the process of liquida- 
tion which should be completed by June 1957. National banking 
institutions do not now have any liabilities incurred under the provi- 
sions of the Reconstruction Finance Act. The liabilities referred to 
are those represented by preferred stock sold by national banks to the 
Reconstruction Finance Corporation. 


23. Exceptions To 10 Per Cent Limit oN OBLIGATIONS 


Existing law 

Title 12, U. 8. C., sec. 84 (6) (U.S. R.S., sec. 5200).—Obligations 
of any person, copartnership, association or corporation, in the form 
of notes or drafts secured by shipping documents, warehouse receipts 
or other such documents transferring or securing title covering readily 
marketable nonperishable staples when such property is fully covered 
by insurance, if it is customary to insure such staples, shall be subject 
under this section to a limitation of 15 per centum of such capital 
and surplus in addition to such 10 per centum of such capital and 
surplus when the market value of such staples securing such obli- 
gation is not at any time less than 115 per centum of the face amount 
of such obligation, and to an additional increase of limitation of 
5 per centum of such capital and surplus in addition to such 25 per 
centum of such capital and surplus when the market value of such 
staples securing such additional obligation is not at any time less 
than 120 per centum of the face amount of such additional obligation, 
and to a further additional increase of limitation of 5 per centum 
of such capital and surplus in addition to such 30 per centum of such 
capital and surplus when the market value of such staples securing 
such additional obligation is not at any time less than 125 per centum 
of the face amount of such additional obligation, and to a further 
additional increase of limitation of 5 per centum of such capital and 
surplus in addition to such 35 per centum of such capital and surplus 
when the market value of such staples securing such additional obli- 
gation is not at any time less than 130 per centum of the face amount 
of such additional obligation, and to a further additional increase 
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of limitation of 5 per centum of such capital and surplus in addition 
to such 40 per centum of such capital and surplus when the market 
value of such staples securing such additional obligation is not at any 
time less than 135 per centum of the face amount of such additional 
obligation, and to a further additional increase of limitation of 5 
per centum of such capital and surplus in addition to such 45 per 
centum of such capital and surplus when the market value of such 
staples securing such additional obligation is not at any time less 
than 140 per centum of the face amount of such additional obligation, 
but this exception shall not apply to obligations of any one person, 
copartnership, association or corporation arising from the same trans- 
anions and/or secured upon the identical staples for more than ten 
months. 


Recommendations 


(1) It is recommended that exception 6 to section 5200 of the 
Revised Statutes be amended by adding a new sentence which will 
permit national banks to acquire obligations of any person, copartner- 
ship, association or corporation in the form of notes or drafts secured 
by shipping documents, warehouse receipts or other such documents 
transferring or securing title covering readily marketable staples, 
when such property is fully covered by insurance, to a limitation 
of 15 percent of the bank’s capital and surplus, in addition to the 
statutory limitation of 10 percent of capital and surplus, when the 
market value of such staples securing such obligation is not at any 
time less than 115 percent of the face amount of such obligation, 
but this exception shall not apply to obligations of any one person, 
copartnership, association, or corporation arising from the same 
transaction and/or secured by the identical staples for more than 
6months. The present first sentence in exception 6 should be amended 
by changing the word “upon” to “by” in the last full line as quoted 
above. 

(2) It is recommended that section 5200 of the Revised Statutes be 
amended to add a new exception which will permit a national bank 
to acquire from any one seller or dealer obligations arising out of 
the discount of installment consumer paper whether negotiable or 
nonnegotiable, which paper carries a al recourse endorsement or 
unconditional guaranty of the seller or dealer, to a limitation of 15 
percent of the bank’s capital and surplus in addition to such 10 percent 
of capital and surplus. 


Reasons 


(1) Exception 6 to Revised Statutes 5200 provides that readily 
marketable staples in order to qualify as security for loans under this 
exception must be nonperishable. Exception 6 has not been amended 
since 1927. In recent years frozen food processors have developed 
greatly improved methods in processing, freezing, and storing foods 
which must be kept under refrigeration before sale to consumers. 
Frozen packaged fruits, citrus juices, vegetables, meats and seafood 
represent a substantial proportion of foods sold in retail stores. Where 
insurance can be obtained, it is believed that national banks should 
be permitted to lend to 1 obligor not more than 25 percent of capital 
and surplus when the security consists of readily marketable staples 
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which are kept under refrigeration during the period of a loan not 
exceeding 6 months. 

(2) Commercial and business paper arises out of the process of 
production, manufacture, or distribution of goods. It is so related 
to a commercial or business transaction that it is virtually self- 
liquidating. It is characteristically short term paper. It is intended 
to circulate like money and therefore is almost invariably negotiable 
in form. To promote the currency of this type of paper the law 
merchant adopted its most important principle, i. e., that if this paper 
is in negotiable form, an innocent purchaser for value will take it free 
of defenses which might exist between prior parties. Commercial and 
business paper that 1s negotiable in form is acceptable for discount 
at Federal Reserve banks under section 13 of the Federal Reserve Act 
and regulation A. ‘Title 12, United States Code, section 84 (1), (2), 
and (3), permits national banks to loan on or purchase such paper 
without any limitations based on capital or surplus. 

Installment consumer paper, however, is quite different from com- 
mercial and business paper. It is invariably longer term paper; it 
is not discountable at Federal Reserve banks under section 13 of the 
Federal Reserve Act and regulation A; and it is not intended for 
circulation in the same sense or degree as commercial or business 
paper. In consumer financing the commodity, the purchase of which 
is being financed, is the real and ultimate security for the lender. 
Consequently, it is not as traditional or important that consumer 
paper should be in negotiable form as that commercial or business 
paper should be. However, the Comptroller’s office has consistently 
ruled that installment consumer paper purchased by national banks 
with the full recourse endorsement of the seller or dealer and which 
was negotiable could enjoy the provisions of title 12, United States 
Code, section 84 (2) and a acquired without any limitations based 
on capital or surplus. If the paper is not negotiable, the 10 percent 
limitation applies and this is too severe. This specific statute was 
not originally intended to deal with this type of paper. It is believed 
that all purchased or discounted installment consumer paper ac- 
quired from one dealer or seller which bears the full recourse endorse- 
ment or unconditional guaranty of such dealer or seller, whether 
negotiable or nonnegotiable, should be limited as to any one obligor 
to 25 percent of a bank’s capital and surplus. 

Whenever a question of the office requirement of negotiability has 
come up, our files show that it has been with reference to consumer 

aper which is usually in the form of conditional sales contracts. It 
is this type of paper that contains the provisions that are needed to 
protect the lender’s security while it is being used and paid for by 
the borrower, for ssemnpic, provisions that the borrower will keep 
the property in repair, keep it insured, pay taxes, etc. When such 
provisions are included in consumer paper, they definitely make the 
paper nonnegotiable under the uniform negotiable instruments law 
and the decisions of the courts. The lender cannot include such pro- 
visions in consumer paper and still have the paper considered to be 
negotiable in form and we cannot permit such provisions to be in- 
cluded in consumer paper and still require that the paper be nego- 
tiable in form. 

It will be noted that it is not the negotiable form of the paper that 
makes it safer but rather the circumstances under which it is ac- 
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quired, i. e., by a party who not only pays value for it but also has 
no knowledge of facts which might give a prior party a defense 
against the paper. If a bank is in fact an innocent purchaser for 
value, it is better off holding paper that is negotiable in form rather 
than paper that is not. 

The banks and automobile dealers and other vendors have also 
worked out dealers’ guaranty or repurchase agreements and reserve 
accounts for the holding of defaulted consumer paper. These ar- 
rangements cut down the need of the banks for the protection afforded 
by the innocent purchaser rule. It is believed that in actual practice 
the banks rely very much more heavily on these agreements than 
on the innocent purchaser rule for their protection. 

Thus, it will be observed that, although banks may be better pro- 
tected through the operation of the innocent purchaser rule if they 
hold negotiable consumer paper rather than nonnegotiable paper, it 
is open to question whether as a practical matter the actual amount 
of protection is any greater in the one case than in the other. 

Therefore, it is deemed advisable that a new exception be added 
to section 84 dealing exclusively with installment consumer paper. 


24. Exception To 10 Per Cent Limitation oN OBLIGATIONS COVERING 
Datrry CatTTLeE 
Existing Law 
Title 12, U.S. C., sec. 84 (U.S. R.S., sec. 5200) —* * * 
(7) Obligations of any person, copartnership, association, or cor- 
poration in the form of notes or drafts secured by shipping documents 


or instruments transferring or securing title ae livestock or giv- 
1 


ing a lien on livestock when the market value of the livestock securing 
the obligation is not at any time less than 115 per centum of the face 
amount of the notes covered by such documents shall be subject under 
this section to a limitation of 15 per centum of such capital and surplus 
in addition to such 10 per centum of such capital and surplus. 


Recommendation 


It is recommended that exception 7 to section 5200 of the Revised 
Statutes be amended by adding a new sentence which would permit 
national banks to acquire obligations of dealers in dairy cattle, arising 
out of the sale of dairy cattle, in the form of obligations of the dealers, 
or in the form of obligations of purchasers of dairy cattle which bear 
the full recourse endorsement or an unconditional guaranty of the 
dealer, te a limitation of 15 percent of capital and surplus, in addition 
to such 10 percent of capital and surplus. 


Reasons 
Exception 7 to the basic 10 percent limitation of capital and surplus 
covers obligations which are secured by liens on range animals (cattle 
sheep, goats, horses, mules) or on cattle, sheep, or hogs being fattene 
for or shipped to market. It does not cover dairy cattle. It is be- 
lieved advisable that the statute be amended to permit national banks 
to acquire obligations of dealers arising out of the sale of dairy cattle 
to a limitation of 15 percent of a national bank’s capital and surplus 
in addition to the present limitation of 10 percent of capital and sur- 
oor Frequently such obligations are not in the form to qualify un- 
er either exception 2 or 4 of Revised Statutes 5200 because they are not 
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negotiable and thus may not qualify under exception 2, or because 
they have a maturity of more than six months ond therefore will not 
qualify under exception 4. Where they arise out of the sale of dairy 
cattle they do not qualify under exception 7 in its present form. 


25. LOANS SECURED BY OBLIGATIONS OF THE UNITED STATES 


Existing Law 

Title 12, U 8S. C., sec. 84 (U.S. R. S., sec. 5200) —The total obliga- 
tions to any national banking association of any person, copartnership, 
association, or corporation shall at no time exceed 10 per centum of the 
amount of the capital stock of such association actually paid in and 
unimpaired and 10 per centum of its unimpaired surplus fund. The 
term “obligations” shall mean the direct liability of the maker or ac- 
ceptor of paper discounted with or sold to such association and the lia- 
bility of the endorser, drawer, or guarantor who obtains a loan from 
or discounts paper with or sells paper under his guaranty to such as- 
sociation and shall include in the case of obligations of a co-partner- 
ship or association the obligations of the several members thereof and 
shall include in the case of obligations of a corporation all obligations 
of all subsidiaries thereof in which such corporation owns or controls 
a majority interest. Such limitation of 10 per centum shall be subject 
to - follow: ing exceptions: 

* * * . * 

(8) Obligations of any person, copartnership, association, or cor- 
poration in the form of notes secured by not less than a like amount 
of bonds or notes of the United States issued since April 24, 1917, or 


certificates of indebtedness of the United States, Treasury bills of the 
United States, or obligations fully guaranteed both as to principal and 
interest by the United States, shall (except to the extent permitted by 
rules and regulations prescribed by the Comptroller of the Currency, 
with the approval of the Secretary of the Treasury) be subject under 
this section to a limitation of 15 per centum of such capital and surplus 
in addition to such 10 per centum of such capital and surplus. 


Recommendation 


It is recommended that exception eighth of section 5200 of the Re- 
vised Statutes be amended so as to eliminate the words “in the form 
of notes.” 


Reasons 


Frequently the obligations referred to in exception 8 are not in the 
form of promissory notes but are repurchase or some other form of 
binding obligations. These agreements are considered to be of equal 
stature with a promissory note and therefore should be treated as an 
obligation as defined in the first paragraph of section 84. 

It is believed that the requirement that the obligation in the case of 
such loans must be “in the form of a note” is too restrictive and that 
such loans should be permitted when the obligation held by the lending 
bank meets the definition of the term “obligations.” 
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26. BANKING Facinrries aT Miuirary Posts 


Existing law 

Title 12, U.S. C., sec. 90 (U.S. R.S., sec. 153).—AlI] national bank- 
ing associations, designated for that purpose by the Secretary of the 
Treasury, shall be depositaries of public money, under such regulations 
as may be prescribed by the Secretary; and they may also be enon 
as financial agents of the Government; and they shall perform all such 
reasonable duties, as depositaries of public money and financial agents 
of the Government, as may be required of them. The Secretary of the 
Treasury shall require the associations thus designated to give satis- 
factory security, by the deposit of United States bonds and otherwise, 
for the safe-keeping and prompt payment of the public money depos- 
ited with them, and for the faithful performance of their duties as 
financial agents of the Government; Provided, That the Secretary 
shall, on or before the first of January of each year, make a public 
statement of the securities required during that year for such deposits. 
And every association so designated as receiver or depositary of the 
a money shall take and receive at par all the national currency 

ills, by whatever association issued, which have been paid into the 
Government for internal revenue, or for loans or stocks: Provided, 
That the Secretary of the Treasury shall distribute the deposits herein 
provided for, as far as practicable, equitably between the different 
tates and sections. * * * 

Title 12, U. S. C. sec. 265.—Al\l insured banks designated for that 
purpose by the Secretary of the Treasury shall be depositaries of public 
money of the United States (including, without being limited to 
revenues and funds of the United States, and any funds the deposit of 
which is subject to the control or regulation of the United States or any 
of its officers, agents, or employees, and Postal Savings funds), and 
the Secretary is authorized to deposit public money in such deposi- 
taries, under such regulations as may be prescribed by the Secretary ; 
and they may also be employed as financial agents of the Government ; 
and they shall perform all such reasonable duties, as depositaries of 
public money and financial agents of the Government as may be 
required of them. The Secretary of the Treasury shall require of the 
insured banks thus designated satisfactory security by the deposit of 
United States bonds or otherwise, for the safekeeping and prompt 
payment of public money deposited with them and for the faithful 
performance of their duties as financial agents of the Government: 
Provided, That no such security shall be required for the safekeeping 
and prompt payment of such parts of the deposits of the public money 
in such banks as are insured deposits and each officer, employee, or 
agent of the United States having official custody of public funds and 
lawfully depositing the same in an insured bank shall, for the purpose 
of determining the amount of the insured deposits, be deemed a depos- 
itor in such custodial capacity separate and distinct from any other 
officer, employee, or agent of the United States having official custody 
of public funds and lawfully depositing the same in the same insured 
bank in custodial capacity. Notwithstanding any other provision of 
law, no department, board, agency, instrumentality, officer, employee, 
or agent of the United States shall issue or permit to continue in effect 
any regulations, rulings, or instructions or enter into or approve any 
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contracts or perform any other acts having to do with the deposit, 
disbursement, or expenditure of public funds, or the deposit, custody, 
or advance of funds subject to the control of the United States as 
trustee or otherwise which shall discriminate against or prefer national 
banking associations, State banks members of the Federal Reserve 
System, or insured banks not members of the Federal Reserve System, 
by class, or which shall require those enjoying the benefits, directly or 
indirectly, of disbursed public funds so to discriminate. All Acts or 

arts thereof in conflict herewith are repealed. The term “insured 
bank” and “insured deposit” as used in this chapter shall be construed 
according to the definitions of such terms in section 1813 of this title. 


Recommendation 


It is recommended that section 5153 of the Revised Statutes be 
amended by adding a sentence at the end of the first paragraph to pro- 
vide that national banks upon request of the Secretary of the Treas- 
ury may open and operate banking facilities at military posts, camps, 
and stations under their designation as depositories of pubiie money 
and financial agents of the Government, without such banking facilities 
being considered as branch offices. 


Reasons 


Many banks under their designation as depositories of public money 
and financial agents of the Government have been requested by the 
Secretary of the Treasury to open and operate baiting facilities 
exercising limited banking functions on military posts of the Army, 
Navy, and Air Force of the United States. Requests to provide limited 
banking services are made by the Secretary of the Treasury in cases 
where the Department of Defense has determined that banking facili- 
ties are necessary at specific military posts. Some of the bank facility 
offices carrying on the limited banking operations requested by the 
Secretary of the Treasury and Secretary of Defense are situated in 
States which prohibit branch banking and, therefore, no legally 
authorized branch of a national bank may be established under the 
provisions of section 5155 of the Revised Statutes (12 U.S. C. 36). It 
is believed advisable that Revised Statute 5153 be amended to permit 
national banks to open and operate banking facilities exercising limited 
banking functions at military posts, camps, and stations, when so 
authorized by the Secretary of the Treasury, without such facilities 
being considered as branch offices of national banks. 


297. Reserves or NATIONAL BanxKS Ovtsipe THE Unrrep STATES 


Existing law 


Title 12, U. S. C., sec. 144.—Four-fifths of the reserve of 15 per 
centum which a national bank located in Alaska or in a dependency or 
insular possession or any part of the United States outside of the 
continental United States, and not a member of the Federal Reserve 
System, is required to keep, may consist of balances due such bank 
from associations hiptoved by the Comptroller of the Currency and 
located in any one of the central reserve or reserve cities as now or 
hereafter defined by law or designated by the Board of Governors of 
the Federal Reserve System. 
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Recommendation 

This statute should be amended to eliminate the requirement that the 
Comptroller of the Currency must approve the national banking 
associations at which the requisite reserves may be kept. 


Reasons . 

It is believed that the power given to the Comptroller to approve the 
national banks in which reserves of national banks located outside the 
continental United States may be placed is ineffective in that it would 
be very difficult for the Comptroller to refuse to approve a particular 
national bank, or to withdraw his approval once it had been given. 
The withdrawal of such approval or the refusal to give such approval 
would undoubtedly cause rumors and doubts about the solvency of the 
bank not approved with perhaps serious harm resulting to that bank. 
Furthermore, should the Comptroller withdraw his approval and re- 
quire such reserve deposits to be withdrawn from a particular bank 
and that bank shortly thereafter became insolvent, there might be 
serious questions raised as to whether the Comptroller was preferring 
one creditor of the insolvent bank over others. 

It is believed that banks located outside the continental United 
States should select the national banks with which to keep their re- 
serve deposits on the same basis on which other banks normally select 
the banks with which to carry correspondent balances. Substantially 
all banks carry correspondent balances with other banks and these 
correspondent banks are selected on the basis of management and 
capitalization. The banks outside the continental United States should 
be permitted to select the banks with which to carry their reserve 
balances on the same basis and the Comptroller of the Currency should 
not be required to approve the selections made. 


28. Reports MADE TO THE COMPTROLLER OF THE CURRENCY 


Existing law 

Title 12, U. S. C., sec. 161 (U.S. R. S., sec. 5211).—Every associa- 
tion shall make to the Comptroller of the Currency not less than three 
reports during each year, according to the form which may be pre- 
scribed by him, verified by the oath or affirmation of the president, 
or of the cashier, or of a vice president, or of an assistant cashier of the 
association designated by its board of directors to verify such reports 
in the absence of the president and cashier, taken before a notary public 
properly authorized and commissioned by the State in which such 
notary resides and the association is located, or any other officer having 
an official seal, authorized in such State to administer oaths, and 
attested by the signature of at least three of the directors. Each such 
report shall exhibit, in detail and under appropriate heads, the re- 
sources and liabilities of the association at the close of business on any 
past day by him specified, and shall be transmitted to the Comptroller 
within five days after the receipt of a request or requisition therefor 
from him; and the statement of resources and liabilities, together with 
acknowledgment and attestation in the same form in which it is made 
to the Comptroller, shall be published in a newspaper published in the 
place where such association is established, or if there is no newspaper 
in the place, then in the one published nearest thereto in the same 
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county, at the expense of the association ; and such proof of publication 
shall be furnished as may be required by the Comptroller. The Comp- 
troller shall also have power to call for special reports from any partic- 
ular association whenever in his judgment the same are necessary in 
order to obtain a full and complete knowledge of its condition. 

Each national banking association shall obtain from each of its 
affiliates other than member banks and furnish to the Comptroller of 
the Currency not less than three reports during each year, in such form 
as the Comptroller may prescribe, verified by oath or affirmation of the 
president or such other officer as may be designated by the board of 
directors of such affiliate to verify such reports, disclosing the in- 
formation hereinafter provided for as of dates identical with those 
for which the Com wr shall during such year require the reports 
of the condition of the association. For the purpose of this section 
the term “‘afliliate” shall include holding company afiiliates as well as 
other affiliates. Each such report of an affiliate shall be transmitted 
to the Comptroller at the same time as the corresponding report of the 
association, except that the Comptroller may, in his discretion, extend 
such time for good cause shown. Each such report shall contain such 
information as in the judgment of the Comptroller of the Currency 
shall be necessary to disclose fully the relations between such afliliate 
and such bank and to enable the Comptroller to inform himself as to 
the effect of such relations upon the affairs of such bank. The reports 
of such afiiliates shall be published by the association under the same 
conditions as govern its own condition reports. The Comptroller shall 
also have power to call for additional reports with respect to any 
such affiliate whenever in his judgment the same are necessary in order 
to obtain a full and complete knowledge of the conditions of the 
association with which it is affiliated. Such additional reports shall be 
transmitted to the Comptroller of the Currency in such form as lhe 
may prescribe. Any such affiliated bank which fails to obtain and 
furnish any report required under this section shall be subject to a 
penalty of $100 for each day during which such failure continues. 
Recommendation 

This section should be amended to change from 5 to 10 days the time 


within which national banks must transmit required reports to the 
Con. ptroller of the Currency. 
Reusons 

It is difficult for some banks to compile.the necessary information 


and furnish it to the Comptroller within the 5 days allowed, and it 
is believed that a 10-day period would be more realistic. 


29. Report or Divipenps AND Net EARNINGS 


Existing law 

Title 12, U. 8. C., sec. 163 (U. S. R. C., sec. 6212) —In addition 
to the reports required by the preceding section, each association 
shall report to the Comptroller of the Currency, within ten days after 
declaring any dividend, the amount of such dividend, and the amount 
of net earnings in excess of such dividend. Such reports shall be 
attested by the oath of the president or cashier of the association. 
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Recommendation 
This statute should be repealed. 


Reason 


The Comptroller of the Currency requires and receives semiannually 
a report of the earnings and dividends of each national banking associ- 
ation. In addition, he has access to this information through the 
examinations performed by his examiners. The requiring of the 
reports of declaration of dividends no longer serves any useful purpose. 


30. SHAREHOLDER ApprovaL oF Sate or Asserts IN VOLUNTARY 
LiQuIDATION 
Existing law 

Title 12, U. S. C., sec. 181 (U.S. R. S., sec 5220).—Any association 
may go into liquidation and be closed by the vote of its shareholders 
owning two-thirds of its stock. 

The shareholders shall designate one or more persons to act as 
liquidating agent or committee, who shall conduct the liquidation in 
accordance with law and under the supervision of the board of direc- 
tors, who shall require a suitable bond to be given by said agent or 
committee. The liquidating agent or committee shall render annual 
reports to the Comptroller of the Currency on the 31st day of Decem- 
ber of each year didelig the progress of said liquidation until the 
same is completed. The liquidating agent or committee shall also 
make an annual report to a meeting of the shareholders to be held on 
the date fixed in the articles of association for the annual meeting, 
at which meeting the shareholders may, if they see fit, by a vote repre- 
senting a majority of the entire stock of the bank, remove the liqui- 
dating agent or committee and appoint one or more others in place 
thereof. A special meeting of the shareholders may be called at any 
time in the same manner as if the bank continued an active bank and 
at said meeting the shareholders may, by a vote of the majority of 
the stock, remove the liquidating agent or committee. The Comp- 
troller of the Currency is authorized to have an examination made 
at any time into the affairs of the liquidating bank until the claims 
of all creditors have been satisfied, and the expense of making such 
examinations shall be assessed against such bank in the same manner 
as in the case of examinations made pursuant to section 5240 of the 
Revised Statutes, as amended (U.S. C., Title 12, secs. 484, 485; Supp. 
VII, Title 12, sec. 481-483). 


Recommendation 


It is recommended that section 5220 of the Revised Statutes be 
amended to require approval by shareholders owning two-thirds of 
the stock of any national bank before the assets of ‘said bank may 
be sold to another banking institution in carrying out the liquidation 
of the selling bank. 


Reasons 

Section 5220 now requires shareholder approval of any vote to 
place a national bank in voluntary liquidation but does not require 
shareholder approval of any agreement entered into by the directors 
relating to a bulk sale of the bank’s assets to another banking insti- 
tution as a preliminary step to voting the bank into voluntary liqui- 
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dation. In order to permit shareholders to have a vote on the vital 
question of selling the bank’s assets it is believed the statute should 
be amended so as to require preliminary approval of the sale by share- 
holders owning two-thirds of the stock of the national bank. 


31. Personar LIABmiry or SHAREHOLDERS IN RECEIVERSHIP 


Existing law 

Title 12, U. S. C., sec. 191—That whenever any national banking 
association shall be dissolved, and its rights, privileges, and franc hises 
declared forfeited, as prescribed in section fifty-two hundred and 
thirty-nine of the Revised Statutes of the United States, or whenever 
any creditor of any national banking association shall have obtained 
a Judgment against it in any court of record, and made application, 
accompanied by a certificate from the clerk of the court stating that 
such judgment has been rendered and has remained unpaid for the 
space of thirty days, or whenever the Comptroller shall become satis- 
fied of the insolvency of a national banking association, he may, after 
due examination of its affairs, in either case, appoint a receiver, who 
shall proceed to close up such association, and enforce the personal 
liability of the shareholders, as provided in section fifty-two hundred 
and thirty-four of said statutes. 

Title 12, U. S. C., sec. 192 (U. 8S. R.S., sec. 5234).—On becoming 
satisfied, as specified in sections fifty-two hundred and twenty-six 
and fifty -two hundred and twenty-seven, that any association has 
refused to pay its circulating notes as therein mentioned, and is in 
default, the Comptroller of the C urrency may forthwith appoint a 
receiver, and require of him such bond and security as he deems proper. 
Such receiver, under the direction of the Comptroller, shall take 
possession of the books, records, and assets of every description of such 
association, collect all debts, dues, and claims belonging to it, upon 
the order of a court of record of competent jurisdiction, may sell or 
compound all bad or doubtful debts, and, on a like order, may sell 
all the real and personal property of such association, on such terms 
as the court shall direct; and may, if necessary to pay the debts of such 
association, enforce the individual liability of the stockholders. Such 
receiver shall pay over all money so made to the Treasurer of the 
United States, subject to the order of the Comptroller, and also make 
report to the Comptroller of all his acts and proceedings: Provided, 
That the Comptroller may, if he deems proper, deposit any of the 
money so made in any regular Government depositary, or in any State 
or national bank either of the city or town in which the insolvent bank 
was located, or of a city or town as adjacent thereto as practicable; if 
such deposit i is made he shall require the depositary to deposit United 
States bonds or other satisfactory securities with the Treasurer of 
the United States for the safekeeping and prompt payment of the 
money so deposited : Provided, That no security in the form of deposit 
of United States bonds, or otherwise, shall be required in the case 
of such parts of the deposits as are insured under section 12B of the 
Federal Reserve Act, as amended. Such depositary shall pay upon 
such money interest at such rate as the Comptroller may prescribe, not 
less, however, than two per centum per annum upon the average 
monthly amount of such deposits. 
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Recommendation 
To eliminate by amendment reference to enforcement by a receiver 
of personal liability of shareholders. 


Reasons 

Title 12, United States Code, section 64a has eliminated shareholders 
individual liability. Therefore, reference to the enforcement of per- 
sonal liability of shareholders in sections 191 and 192 should be 
eliminated. 


32. Feperat Deposit INsuRANCE CorRPORATION AS RECEIVER OF NATION AL 
Bank 

Existing law 

Title 12, U. S. C., sec. 197.—That whenever any association shall 
have been or shall be placed in the hands of a receiver, as provided in 
section fifty-two hundred and thirty-four and other sections of the 
Revised Statutes of the United States, and when, as provided in section 
fifty-two hundred and thirty-six thereof, the Comptroller of the Cur- 
rency shall have paid to each and every cr editor of such association, not 
including shareholders who are creditors of such association, whose 
claim or claims as such creditor shall have been proved or allowed 
as therein prescribed, the full amount of such claims, and all expenses 
of the receivership and the redemption of the circulating notes of such 
association shall have been provided for by depositing lawful money 
of the United States with the Treasurer of the United States, the 
Comptroller of the Currency shall call a meeting of the shareholders of 
such association by giving notice thereof for thirty days in a news- 
paper published in the town, city, or county where the business of such 
association was carried on, or if no newspaper is there published, in 
the newspaper published nearest thereto. At such meeting the share- 
holders shall determine whether the receiver shall be continued and 
shall wind up the affairs of such association, or whether an agent 
shall be elected for that purpose, and in so determining the said share- 
holders shall vote by ballot, in person or by proxy, each share of stock 
entitling the holder to one vote, and the majority of the stock in value 
and number of shares shall be necessary to determine whether the 
said receiver shall be continued, or whether an agent shall be elected. 
In case such majority shall determine that the said receiver shall be 
continued, the said receiver shall thereupon proceed with the execu- 
tion of his trust, and shall sell, dispose of, or otherwise collect the 
assets of the said association, and shall possess all the powers and au- 
thority, and be subject to all the duties and liabilities originally con- 
ferred or imposed upon him by his appointment as such receiver, so 
far as the same remain applicable. In case the said meeting shall, 
by the vote of a majority a the stock in value and number of shares, 
determine that an agent shall be elected, the said meeting shall there- 
upon proceed to elect an agent, voting by ballot, in person or by 
proxy, each share of stock entitling the holder to one vote, and the 
person who shall receive votes representing at least a majority of stock 
in value and number shall be declared the agent for the purposes here- 
inafter provided ; and whenever any of the shareholders of the associa- 
tion shall, after the election of such agent, have executed and filed a 
bond to the statisfaction of the Comptroller of the Currency, con- 
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ditioned for the payment and discharge in full of each and every claim 
that may sihesendbed be proved and allowed by and before a competent 
court, and for the faithful performance of all and singular the duties 
of such trust, the Comptroller and the receiver shall thereupon transfer 
and deliver to such agent all the undivided or uncollected or other 
assets of such association then remaining in the hands or subject to 
the order and control of said Comptroller and said receiver, or either 
of them; and for this purpose said Comptroller and said receiver are 
hereby severally empowered and directed to execute any deed, assign- 
ment, transfer, or other instrument in writing that may be necessary 
and proper ; and upon the execution and delivery of such instrument to 
the said agent the said Comptroller and the said receiver shall by virtue 
of this Act be dischar ged from any and all liabilities to such association 
and to each and all the creditors and shareholders thereof. 

Upon receiving such deed, assignment, transfer, or other instrument 
the person elected such agent shall hold, control, and dispose of the 
assets and property of such association which he may receive under the 
terms hereof for the benefit of the shareholders of such association, and 
he may in his own name, or in the name of such association, sue and be 
sued and do all other lawful acts and things necessary to finally settle 
and distribute the assets and property in his hands, and may sell, com- 
promise, or compound the debts due to such association, with the con- 
sent and approval of the circuit or district court of the United States 
for the district where the business of such association was carried on, 
and shall at the conclusion of his trust render to such district or circuit 
court a full account of all his proceedings, receipts, and expenditures as 
such agent, which court shall, upon due notice, settle and adjust such 
accounts and discharge said agent and sureties upon said bond. And 
in case any such agent so elected shall refuse to serve, or die, resign, or 
be removed, any shareholder may call a meeting of the shareholders 
of such association in the town, city, or village where the business of 
the said association was carried on, by giving notice thereof for thirty 
days in a newspaper published in said town, city or village, or if no 
newspaper is there published, in the newspaper published nearest 
thereto, at which meeting the shareholders shall elect an agent, voting 
by ballot, in person or by proxy, each share of stock entitling the holder 
to one vote, and when such agent shall have received votes representing 
at least a majority of the stock in value and number of shares, and shall 
have executed a bond to the shareholders conditioned for the faithful 
performance of his duties, in the penalty fixed by the shareholders at 
said meeeting, with two sureties, to be approved by a judge of a court 
of record, and file said bond in the office of the clerk of a court of record 
in the county where the business of said association was carried on, he 
shall have all the rights, powers, and duties of the agent first elected 
as hereinbefore provided. At any meeting held as hereinbefore pro- 
vided administrators or executors of deceased shareholders may act and 
sign as the decedent might have done if living, and guardians of minors 
and trustees of other persons may so act and sign for their ward or 
wards or cestui que trust. The proceeds of the assets or pr operty of 
any such association which may be undistributed at the time of such 
a or may be subsequently received shall be distributed as 
ollows: 
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First. To pay the expenses of the execution of the trust to the date of 
such payment. 

Second. To repay any amount or amounts which have been paid in 
by any shareholder or shareholders of such association upon and by 
reason of any and all assesments made upon the stock of such associa- 
tion by the order of the Comptroller of the Currency in accordance 
with the provisions of the statutes of the United States; and 

Third. The balance ratably among such stockholders, in proportion 
to the number of shares held and owned by each. Such distribution 
shall be made from time to time as the proceeds shall be received and as 
shall be deemed advisable by the said Comptroller or said agent. 


Recommendations 


This section of the national banking laws should be amended so as to 
substitute the Federal Deposit Insurance Corporation in the place of 
the Comptroller of the Currency with respect to all insured national 
banks placed in receivership where the Federal Deposit Insurance Cor- 
poration is appointed receiver pursuant to the Federal Deposit Insur- 
ance Act of 1950, as amended. 

Reasons 


The Federal Deposit Insurance Act of 1950, as amended (12 U.S.C. 
1821) requires the Comptroller of the Currency to a the FDIC 
as receiver of any insured national bank which is placed in receiver- 


ship and provides that such receiver shall not be subject to the direction 
or supervision of the Secretary of the Treasury or the Comptroller of 
the Currency. Since the Comptroller does not supervise or direct the 


actions of the FDIC as receiver of an insured national bank, the statute 
quoted above should be amended so as to substitute the FDIC for the 
Comptroller of the Currency where the national bank involved is an 
insured national bank, thus permitting the FDIC to call the meeting of 
the shareholders of such insured national bank and require that the 
bond of any shareholders’ agent elected at such meeting run to the 
FDIC. | 
33. APPOINTMENT OF CONSERVATORS 

Existing law 

Title 12, U. S. C., sec. 202 (Bank Conservation Act, sec. 202).—As 
used in this title, the term “bank” means (1) any national banking 
association, and (2) any bank or trust company located in the District 
of Columbia and operating under the supervision of the Comptroller 
of the Currency; and the term “State” means any State, Territory, or 
possession of the United States, and the Canal Zone. 

Title 12 U.S. C., sec. 203 (Bank Conservation Act, sec. 203).— 
Whenever he shall deem it necessary in order to conserve the assets 
of any bank for the benefit of the depositors and other creditors there- 
of, the Comptroller of the Currency may appoint a conservator for 
such bank and require of him such bond and security as the Comp- 
troller of the Currency deems proper. The conservator, under the 
direction of the Comptroller, shall take possession of the books, rec- 
ords, and assets of every description of such bank, and take such action 
as may be necessary to conserve the assets of such bank pending further 
disposition of its business as provided by law. Such conservator shall 
have all the rights, powers, and privileges now possessed by or here- 
after given receivers of insolvent national banks and shall be subject 
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to the obligations and penalties, not inconsistent with the provisions 
of this title, to which receivers are now or may hereafter become 
subject. During the time that such conservator remains in possession 
of such bank, the rights of all parties with respect thereto shall, sub- 
ject to the other provisions of this title, be the same as if a receiver 
had been appointed therefor. All expenses of any such conservator- 
ship shall be paid out of the assets of such bank and shall be a lien 
thereon which shall be prior to any other lien provided by this Act 
or otherwise. The conservator shall receive as salary an amount no 
greater than that paid to employees of the Federal Government for 
similar services. 

Title 12, U. S. C., sec. 204 (Bank Conservation Act, sec. 204).—The 
Comptroller of the Currency shall cause to be made such examinations 
of the affairs of such bank as shall be necessary to inform him as to the 
financial condition of such bank, and the examiner shall make a report 
thereon to the Comptroller of the Currency at the earliest practicable 
date. 

Title 12, U.S. C., sec. 205 (Bank Conservation Act, sec. 205) —Tf the 
Comptroller of the Currency becomes satisfied that it may safely be 
done and that it would be in the public interest, he may, in his discre- 
tion, terminate the conservatorship and permit such bank to resume the 
transaction of its business subject to such terms, conditions, restrictions 
and limitations as he may prescribe. 

Title 12, U. S. C., sec. 206 (Bank Conservation Act, sec. 206).— 
While such bank is in the hands of the conservator appointed by the 
Comptroller of the Currency, the Comptroller may require the con- 
servator to set aside and make available for withdrawal by depositors 
and payment to other creditors, on a ratable basis, such amounts as 
in the opinion of the Comptroller may safely be used for this purpose ; 
and the Comptroller may, in his discretion, permit the conservator 
to receive deposits, but deposits received while the bank is in the 
hands of the conservator shall not be subject to any limitation as 
to payment or withdrawal, and such deposits shall be segregated and 
shall not be used to liquidate any indebtedness of such bank exist- 
ing at the time that a conservator was appointed for it, or any sub- 
sequent indebtedness incurred for the purpose of liquidating any 
swehnetiasan of such bank existing at the time such conservator was 
appointed. Such deposits received while the bank is in the hands of 
the conservator shall be kept on hand in cash, invested in the direct 
obligations of the United States, or deposited with a Federal reserve 
bank. The Federal reserve banks are Laney authorized to open and 
maintain separate deposit accounts for such purpose, or for the pur- 
pose of receiving deposits from State officials in charge of State 
banks under similar circumstances. 

Title 12, U. 8S. C., sec. 207 (Bank Conservation Act, sec. 207) .— 
In any reorganization of any bank under a plan of a kind which, 
under existing law, requires the consent, as the case may be, (a) of 
depositors and other creditors or (b) of stockholders or (c) of both 
depositors and other creditors and stockholders, such reorganization 
shall become effective only (1) when the Comptroller of the Currency 
shall be satisfied that the plan of reorganization is fair and equita- 
ble as to all depositors, other creditors and stockholders and is in 
the public interest and shall have approved the plan subject to such 











44 STUDY OF BANKING LAWS 


conditions, restrictions and limitations as he may prescribe and (2) 
when, after a reasonable notice of such reorganization, as the case 
may require, (A) depositors and other creditors of such bank repre- 
senting at least 75 percent in amount of its total deposits and other 
liabilities as shown by the books of the bank or (B) stockholders 
owning at least two-thirds of its outstanding capital stock as shown 
by the books of the bank or (C) both depositors and other creditors 
representing at least 75 percent in amount of the total deposits and 
other liabilities and stockholders owning at least two-thirds of its 
outstanding capital stock as shown by the books of the bank, shall 
have consented in writing to the plan of reorganization: Provided, 
however, That claims of depositors or other creditors which will be 
satisfied in full under the provisions of the plan of reorganization 
shall not be included among the total deposits and other liabilities 
of the bank in determining the 75 percent thereof as above provided. 
When such reorganization becomes effective, all books, records, and 
assets of the bank shall be disposed of in accordance with the pro- 
visions of the plan and the affairs of the bank shall be conducted 
by its board of directors in the manner provided by the plan and 
under the conditions, restrictions and limitations which may have 
been prescribed by the Comptroller of the Currency. In any reor- 
ganization which shall have been approved and shall have become 
effective as provided herein, all depositors and other creditors and 
stockholders of such bank whether or not they shall have consented 
to such plan of reorganization, shall be fully and in all respects 
subject to and bound by its provisions, and claims of all depositors, 
and other creditors shall be treated as if they had consented to such 
plan of reorganization. 

Title 12,U.8.C., sec. 208 (Bank Conservation Act, sec. 208).—After 
fifteen days after the affairs of a bank shall have been turned back 
to its board of directors by the conservator, either with or without a 
reorganization as provided in section 207 hereof, the provisions of sec- 
tion 206 of this title with respect to the segregation of deposits re- 
ceived while it is in the hands of the conservator and with respect 
to the use of such deposits to liquidate the indebtedness of such bank 
shall no longer be effective: Provided, That before the conservator 
shall turn back the affairs of the bank to its board of directors he 
shall cause to be published in a newspaper published in the city, town 
or county in which such bank is located, and if no newspaper is pub- 
lished in such city, town or county, in a newspaper to be selected by the 
Comptroller of the Currency published in the State in which the bank 
is located, a notice in form approved by the Comptroller, stating the 
date on which the affairs of the bank will be returned to its board of 
directors and that the said provisions of section 206 will not be effec- 
tive after fifteen days after such date; and on the date of the publica- 
tion of such notice the conservator shall immediately send to every 
person who is a depositor in such bank under section 206 a copy of such 
notice by registered mail addressed to the last known address of such 
person as shown by the records of the bank, and the conservator shall 
send similar notice in like manner to every person making deposit in 
such bank under section 206 after the date of such newspaper publica- 
tion and before the time when the affairs of the bank are returned 
to its directors. 
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Title 12, U.S .C. sec. 209-——Conservators appointed pursuant to the 
provisions of this title shall be subject to the provisions of and to the 
eae rescribed by seetions 334, 656, and 1005 of Title 18, United 
States Code; and section 202, 216, 281, 431, 432, and 433 of such Title 
18, in so far as applicable, are extended to apply to contracts, agree- 
ments, proceedings, dealings, claims and controversies by or with any 
such conservator or the Comptroller of the Currency under the pro- 
y'sions of this title. 

Litle 12, U. 8. C., sec. 210 (Bank Conservation Act, sec. 210).— 
Nothing in this title shall be construed to impair in any manner any 
powers of the President, the Secretary of the Treasury, the Comp- 
troller of the Currency, or the Board of Governors of the Federal 
Reserve System. 

Title 12, U.S. C., sec. 211 (Bank Conservation Act, sec. 211).—The 
Comptroller of the Treasury is hereby authorized and empowered, 

with the approval of the Secretary of the Treasury, to prescribe such 

rules and regulations as he may deem necessary in order to carry out 
the provisions of this title. Whoever violates any rule or regulation 
made pursuant to this section shall be deemed guilty of a misdemeanor 
and, upon conviction thereof, shall be fined not more than $5,000, or 
imprisoned not more than one year, or both. 

Title 12, U. S. C., sec. 212.—The right to alter, amend, or repeal 
this Act is hereby expressly reserved. If any provision of this Act, 
or the application thereof to any person or circumstances, is held 
invalid, the remainder of the Act, and the application of such pro- 
vision to other persons or circumstances, shall not be affected thereby. 


Recommendation 


It is recommended that the above statute be revised to authorize 
the Comptroller of the Currency to appoint a conservator for any 
bank under his jurisdiction whenever there have been substantial losses 
or defalcations the amount of which is uncertain and cannot be ascer- 
tained without an examination of the bank, giving rise to a doubt as to 
the solvency of the bank. It should be provided that the conservator 
under the direction of the Comptroller shall take possession of the 
books and records and assets of every description of such bank, and 
take such action as may be necessary to conserve the assets of such 
bank pending further disposition of its business, as provided by law. 
Such conservator should have all the rights, powers, and privileges 
now possessed by or hereafter given, receivers of insolvent national 
banks, and should be subject to the obligations and penalties to which 
receivers are now or may hereafter become subject. While such bank 
is in the hands of the conservator the Comptroller should be authorized 
to require the conservator to set aside and make available for with- 
drawal by depositors and payment to other creditors, on a ratable basis, 
such amounts as in the opinion of the Comptroller may safely be used 
for this purpose but not in excess of $10,000 per depositor. If the bank 
is insured under the Federal Deposit Insurance Act and it is deter- 
mined that the bank is insolvent the Comptroller of the Currency 
should be required to appoint the Federal Deposit Insurance Corpora- 
tion receiver, which eed have all the rights, duties, and powers 

rescribed by law, and, in the event that there have been withdrawals 
o depositors as above provided for, the amount of such withdrawal by 
each depositor should be deducted from the amount payable by the 
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Federal Deposit Insurance Corporation to such depositor under the 
provisions of the Federal Deposit Insurance Act. All expenses of any 
such conservatorship should % paid out of the assets of such bank and 
should be a lien thereon which shall be prior to any other lien. 


Reasons 


From time to time a siuation arises in a national bank where a large 
defalcation is discovered that is sufficient to wipe out the capital struc- 
ture. However, the full extent of the defalcation cannot be determined 
pending further investigation and audit. Under existing statutes, 
immediate action is necessary to (1) place the bank in receivership 
and name the Federal Deposit Insurance Corporation as receiver, or 
(2) arrange by means of a loan from the Feder: ‘al Deposit Insurance 
Corporation for the acquisition of the sound assets and assumption of 
the deposit liabilities of the insolvent bank by another bank. It is im- 

ossible to determine in some cases which of the two courses is in the 

est interests of the Federal Deposit Insurance Corporation pending 
an accurate determination of the size of the defalcation and the extent 
of the insolvency. If the bank is insolvent by a small amount, it is 
usually advantageous and better judgment for the Federal Deposit 
Insurance Corporation to grant a loan against the unacceptable assets 
and permit the insolvent bank to be taken over by another bank as this 
eliminates all receivership expenses. If the extent of the insolvency 
is large, it is usually in the best interests of the Federal Deposit Insur- 
ance Corpor ation for the bank to be placed in receivership with the 
Federal Deposit Insurance Corporation named as receiver and the 
depositors of the bank protected up to $10,000 per depositor. 

The suggestion made herein would allow the necessary time to deter- 
mine the full amount of the defalcation and the extent of insolvency 
without injury to the ultimate position of the Federal Deposit Insur- 
ance Corporation when the final determination is made as to the 
disposition of the bank. 


34. Trust Activities or NATIONAL BANKS 


Existing law 

Title 12, U. S. C. sec. 248 (k) (Federal Reserve Act, sec. 11 (k)).— 
The Board of Governors of the Federal Reserve System shall be au- 
thorized and empowered: * * * 

(k) To grant by special permit to national banks applying there- 
for, when not in contravention of State or local law, the right to act 
as trustee, executor, administrator, registrar of stocks and bonds, 
guardian of estates, assignee, receiver, committee of estates of lunatics, 
or in any other fiduciary capacity in which State banks, trust com- 
panies, or other corporations which come into competition with na- 
tional banks are permitted to act under the laws of the State in which 
the national bank is located. 

Whenever the laws of such State authorize or permit the exercise 
of any or all of the foregoing powers by State banks, trust com- 
panies, or other corporations which compete with national banks, 
the granting to and the exercise of such powers by national banks 
shall not be deemed to be in contravention of State or local law within 
the meaning of this Act. 
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National banks exercising any or all of the powers enumerated in 
this subsection shall segregate all assets held in any fiduciary capacity 
from the general assets of the bank and shall keep a separate set of 
books and records showing in proper detail all transactions engaged 
in under authority of this subsection. The State banking authorities 
may have access to reports of examination made by the Comptroller 
of the Currency insofar as such reports relate to the trust department 
of such bank, but nothing in this Act shall be construed as authorizing 
the State banking authorities to examine the books, records, and assets 
of such bank. 

No national bank shall receive in its trust department deposits of 
current funds subject to check or the deposit of checks, drafts, bills 
of exchange, or other items for collection or exchange purposes. Funds 
deposited or held in trust by the bank awaiting investment shall be 
carried in a artes account and shall not be used by the bank in the 
conduct of its business unless it shall first set aside in the trust depart- 
ment United States bonds or other securities approved by the Board 
of Governors of the Federal Reserve System. 

In the event of the failure of such bank the owners of the funds 
held in trust for investment shall have a lien on the bonds or other 
securities so set apart in addition to their claim against the estate of 
the bank. 

Whenever the laws of a State require corporations acting in a fidu- 
ciary capacity to deposit securities with the State authorities for the 
protection of private or court trusts, national banks so acting shall be 
required to make similar deposits and securities so deposited shall be 
held for the protection of private or court trusts, as provided by the 
State law. 

National banks in such cases shall not be required to execute the 
bond usually required of individuals if State corporations under sim- 
ilar circumstances are exempt from this requirement. 

National banks shall have power to execute such bond when so 
required by the laws of the State. 

In any case in which the laws of a State require that a corporation 
acting as trustee, executor, administrator, or in any capacity specified 
in this section, shall take an oath or make an affidavit, the president, 
vice president, cashier, or trust officer of such national bank may take 
the necessary oath or execute the necessary affidavit. 

It shall be unlawful for any national banking association to lend 
any officer, director, or employee any funds held in trust under the 
powers conferred by this section. Any officer, director, or employee 
making such loan, or to whom such loan is made, may be fined not 
more than $5,000, or imprisoned not more than five years, or may be 
both fined and imprisoned, in the discretion of the court. 

In passing upon applications for permission to exercise the powers 
enumerated in this subsection, the Board of Governors of the Federal 
Reserve System may take into consideration the amount of capital and 
surplus of the applying bank, whether or not such capital and sur- 
plus is sufficient under the circumstances of the case, the needs of the 
community to be served, and any other facts and circumstances that 
seem to it proper, and may grant or refuse the application accord- 
ingly: Provided, That no permit shall be issued to any national bank- 
ing association having a capital and surplus less than the capital and 
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surplus required by State law of State banks, trust companies, and 
corporations exercising such powers. 

Any national banking association desiring to surrender its right to 
exercise the powers granted under this subsection, in order to relieve 
itself of the necessity of complying with the requirements of this sub- 
section, or to have returned to it any securities which it may have 
deposited with the State authorities for the protection of private or 
court trusts, or for any other purpose, may file with the Board of 
Governors of the Federal Reserve System a certified copy of a reso- 
lution of its board of directors signifying such desire. Upon receipt 
of such resolution, the Board of Governors of the Federal Reserve 
System, after satisfying itself that such bank has been relieved in 
accordance with State law of ll duties as trustee, executor, administra- 
tor, registrar of stocks and bonds, guardian of estates, assignee, re- 
ceiver, committee of estates of lunatics or other fiduciary, under court, 
private, or other appointments previously accepted under authority 
of this subsection, may, in its discretion, issue to such bank a certifi- 
cate certifying that such bank is no longer authorized to exercise the 
powers granted by this subsection. Upon the issuance of such certifi- 
cate by the Board of Governors of the Federal Reserve System, such 
bank (1) shall no longer be subject to the provisions of this subsection 
or the regulations of the Board of Governors of the Federal Reserve 
System made pursuant thereto, (2) shall be entitled to have returned 
to it any securities which it may have deposited with the State au- 
thorities for the protection of private or court trusts, and (3) shall 
not exercise thereafter any of the powers granted by this subsection 
without first applying for and obtaining a new permit to exercise such 
powers pursuant to the provisions of this subsection. The Board of 
Governors of the Federal Reserve System is authorized and em- 
powered to promulgate such regulations as it may deem necessary to 
enforce compliance with the provisions of this subsection and the 
proper exercise of the powers granted therein. 


Recommendation 


It is recommended that this statute be amended to transfer from 
the Board of Governors of the Federal Reserve System to the Comp- 
troller of the Currency the power to grant to national banks the right 
to act in fiduciary capacities and to transfer from the Board of Gov- 
ernors of the Federal Reserve System to the Comptroller of the Cur- 
rency the power to promulgate regulations in connection therewith. 


Reasons 


At the time national banks were first permitted to engage in trust 
activities, the power to grant to them permission to do so was given 
to the Board of Governors of the Federal Reserve System rather than 
to the Comptroller of the Currency. This statute applies only to 
national banks and not to State member banks. Since national banks 
including their trust departments, are supervised, examined, and 
regulated by the Comptroller of the Currency, the power to grant to 
national banks authority to act in fiduciary capacities and to regulate 
their activities in those capacities should logically be vested in the 
Comptroller of the Currency rather than the Board of Governors of 
the Federal Reserve System. The Comptroller of the Currency is 
in a position to know whether a particular national bank should be 
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permitted to exercise trust powers, and also what problems arise that 
need to be dealt with by regulation. 


35. Limrrations on Reau Estate Loans 


Existing law 


Title 12, U.S. C., sec. 371 (Federal Reserve Act, sec. 24, pars. 1, 2, 
3).—Any national banking association may make real estate loans 
secured by first liens upon improved real estate, including improved 
farm land and improved business and residential properties. A loan 
secured by real estate within the meaning of this section shall be in 
the form of an obligation or obligations secured by a mortgage, trust 
deed, or other instrument upon real estate, which shall constitute : 
first lien on real estate in fee simple or, under such rules and regula- 
tions as may be prescribed by the Comptroller of the Currency, on a 
leasehold (1) under a lease for not less than ninety-nine years which 
is renewable or (2) under a lease having a period of not less than fifty 
years to run from the date the loan is made or acquired by the national 
anking association, and any national banking association may pur- 
chase any obligation so secured when the entire amount of such obli- 
gation is sold to the association. The amount of any such loan here- 
after made shall not exceed 50 per centum of the appraised value of 
the real estate offered as security and no such loan shall be made for a 
longer term than five years; except that (1) any such loan may be 
made in an amount not to exceed 6624 per centum of the appraised 
value of the real estate offered as security and for a term not longer 
than ten years if the loan is secured by an amortized mortgage, deed of 
trust, or other such instrument under the terms of which the install- 
ment payments are suflicient to amortize 40 per centum or more of the 
principal of the loan within a period of not more than ten years, (2) 
any such loan may be made in an amount not to exceed 6624 per 
centum of the appraised value of the real estate offered as security and 
for a term not longer than twenty years if the loan is secured by an 
amortized mortgage, deed of trust, or other such instrument under 
the terms of which the installment payments are sufficient to amortize 
the entire principal of the loan within a period of not more than 
twenty years, and (3) the foregoing limitations and restrictions shall 
not prevent the renewal or extension of loans heretofore made and 
shall not apply to real estate loans which are insured under the pro- 
visions of title IT, title VI, title VIII, section 8 of title I, or title IX 
of the National Housing Act or which are insured by the Secretary 
of Agriculture pursuant to title I of the Bankhead-Jones Farm Tenant 
Act, or the Act entitled “An Act to promote conservation in the arid 
and semiarid areas of the United States by aiding in the development 
of facilities for water storage and utilization, and for other purposes”, 
approved August 28, 1937, as amended. No such association shall 
make such loans in an aggregate sum in excess of the amount of the 
capital stock of such association pus in and unimpaired plus the 
amount of its unimpaired surplus fund, or in excess of 60 per centum 
of the amount of its time and savings deposits, whichever is the 
greater. Any such association may continue hereafter as heretofore 
to receive time and savings deposits and to pay interest on the same, 
but the rate of interest which such association may pay upon such time 
deposits or upon savings or other deposits shall not exceed the maxi- 
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mum rate authorized by law to be paid upon such deposits by State 
banks or trust companies organized under the laws of the State in 
which such association is located. 

Any national banking association may make real-estate loans se- 
cured by first liens upon forest tracts which are properly managed in 
all respects. Such loans shall be in the form of an obligation or obliga- 
tions secured by mortgage, trust deed, or other such instrument; and 
any national banking association may purchase any obligation so se- 
cured when the entire amount of such obligation is sold to the associa- 
tion. The amount of any such loan shall not exceed 40 per centum of 
the appraised value of the economically marketable timber offered as 
security and the loan shall be made upon such terms and conditions as 
to assure that at no time shall the loan balance exceed 40 per centum 
of the original appraised value of the economically marketable timber 
then remaining. No such loan shall be made for a longer term than 
two years; except that any such loan may be made for a term not longer 
than ten years if the loan is secured by an amortized mortgage, deed of 
trust, or other such instrument under the terms of which the install- 
ment payments are sufficient to amortize the principal of the loan 
within a period of not more than ten years and at a rate of at least 10 
per centum per annum. AIl such loans secured by first liens upon for- 
est tracts shall be included in the permissible aggregate of all real 
estate loans prescribed in the preceding paragraph, but no national 
banking association shall make forest-tract loans in an aggregate sum 
in excess of 50 per centum of its capital stock paid in and unimpaired 
plus 50 per centum of its unimpaired surplus fund. 

Loans made to finance the construction of residential or farm build- 
ings and having maturities of not to exceed nine months, whether or 
not secured by a mortgage or similar lien on the real estate upon which 
the residential or farm building is being constructed, shall not be con- 
sidered as loans secured by real estate within the meaning of this sec- 
tion but shall be classed as ordinary commercial loans: Provided, 
That no national banking association shall invest in, or be liable on, 
any such loan in an aggregate amount in excess of 50 per centum of 
its actually paid-in and unimpaired capital. Notes representing such 
loans shall be eligible for discount as commercial paper within the 
terms of section 13 of the Federal Reserve Act, as amended, if accom- 
panied by a valid and binding agreement to advance the fuli amount 
of the loan upon the completion of the building entered into by an 
individual, partnership, association, or corporation acceptable to the 
discounting bank. 

Loans made to established industrial or commercial businesses (a) 
which are in whole or in part discounted or purchased or loaned against 
as security by a Federal Reserve bank under the provisions of section 
13b of this Act, (b) for any part of which a commitment shall have 
been made by a Federal Reserve bank under the provisions of said sec- 
tion, (c) in the making of which a Federal Reserve Bank participates 
under the provisions of said section, or (d) in which the Reconstruce- 
tion Finance Corporation or the Housing and Home Finance Admin- 
istrator or the Small Business Administration cooperates or purchases 
a participation under the provisions of the Reconstruction Finance 
Corporation Act, as amended, or of section 102 or 102a of the Housing 
Act of 1948, as amended, or of the Small Business Act of 1953, shall not 








! 











STUDY OF BANKING LAWS 51 


be subject to the restrictions or limitations of this section upon loans 
secured by real estate. 


Recommendations 


(1) Amend the statute to enable national banks to make loans to 
finance the construction of industrial or commercial buildings for 
terms of not more than 18 months where there is a valid and binding 
agreement entered into by a financially responsible lender to advance 
the full amount of the bank’s loan upon completion of the buildings, 
without such loans being regarded as real estate loans, and to increase 
the aggregate limit on construction loans from 50 percent of capital 
to 50 percent of capital and surplus. 

(2) Amend the statute to permit national banks to make loans on 
leaseholds which have at least 10 years to run beyond the maturity date 
of the loan. 

(3) Amend the statute to permit national banks to make loans to 
finance the construction of buildings upon the security of purchase 
contracts entered into pursuant to the provisions of the Public Build- 
ings Purchase Act of 1954 or the Post Office Department Property Act 
of 1954, without regard to the provisions of the section concerning 
loans on real estate. 

(4) Amend the statute to permit national banks to make working 
‘apital loans to manufacturing or industrial enterprises secured by 
liens on the physical properties of the enterprise, including plant rea] 
estate, without such loans being regarded as real estate loans. Loans 
for the purpose of financing the construction of such plants, or to re- 
finance existing mortgage indebtedness on such plants, must be re- 
garded as subject to all pertinent provisions of this section. 


Reasons 

(1) Loans to finance the construction of industrial or commercial 
facilities having maturities of not more than 18 months where there is 
a valid and binding agreement entered into by a financially respon- 
sible lender to advance the full amount of the bank’s loan upon the 
completion of the buildings are safe and desirable loans which national 
banks are now unable to make. Permitting them to make such loans 
would enable them to better compete with State banks in the financing 
of the construction of industrial and commercial facilities. If this leg- 
islation is enacted it will be desirable and necessary to raise the aggre- 
gate limits on construction loans. 

(2) Present restrictions on leasehold loans have proven unrealistic 
and the present provision of law has been of little benefit either to na- 
tional banks or to prospective borrowers. It is believed the restric- 
tions can be liberalized without danger to the banks. 

(3) Enactment of this legislation is necessary to aid the General 
Services Administration and the Post Office Department in securing 
financing for the construction of public buildings. 

(4) Manufacturing and industrial companies or firms regularly 
borrow money for working capital purposes from national banks. In 
some cases, because of moderate credit weaknesses which must be as- 
sessed with great care because of the size of the loan and its repayment 
terms, and which could become more acute under adverse conditions 
or circumstances, it is considered prudent judgment on the part of 
bankers to require a collateral mortgage on the actual plant of the bor- 
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rower. The loan is based on the premise that it will be used for normal 
working capital purposes and will be repaid from profitable opera- 
tions, the liquidation of inventory or receivables, etc. The plant has, 
in most instances, salvage value only if it cannot be operated on a 
profitable basis. Such loans are in reality commercial loans and repre- 
sent ordinary business financing. Such loans should not be treated as 
real-estate loans subject to the provisions of section 24 of the Federal 
Reserve Act (12 U. S. C. 371). The reasons behind that statute and 
the purpose for which the statute was deemed desirable do not apply in 
the case of this type of loan which will be liquidated in a normal busi- 
ness way, barring unforeseen reverses. 


86. Deposits By Persons or Corporations Nor Supervisep By ANY 
Srare AUTHORITY 
Existing law 
Title 12, U.S. C., sec. 878 (Banking Act of 1933, sec. 12, as amended 
by Banking Act of 1935, sec. 303).—(a) After the expiration of one 
year after the date of enactment of this Act it shall be unlawful— 

(1) For any person, firm, corporation, association, business 
trust, or other similar organization, engaged in the business of 
issuing, underwriting, selling, or distributing, at wholesale or 
retail, or through syndicate participation, stocks, bonds, deben- 
tures, notes, or other securities, to engage at the same time to any 
extent whatever in the business of receiving deposits subject to 
check or to repayment upon presentation of a pass book, certificate 
of deposit, or other evidence of debt, or upon request of the de- 
positor: Provided, That the provisions of this paragraph shall 
not prohibit national banks or State banks or trust companies 
(whether or not members of the Federal Reserve System) or other 
financial institutions or private bankers from dealing in, under- 
writing, purchasing, and selling investment securities to the ex- 
tent permitted to national banking associations by the provisions 
of section 5136 of the Revised Statutes, as amended (U. S. C., 
Title 12, sec. 24; Supp. VII, Title 12, sec. 24) : Provided further, 
That nothing in this paragraph shall be construed as affecting in 
any way such right as any bank, banking association, savings 
bank, trust company, or other banking institution, may other- 
wise possess to sell, without recourse or agreement to repurchase, 
obligations evidencing loans on real estate; or 

(2) For any person, firm, corporation, association, business 
trust, or other similar organization to engage, to any extent what- 
ever with others than his or its officers, agents or employees, in the 
business of receiving deposits subject to check or to repayment 
upon presentation of a pass book, certificate of deposit, or other 
evidence of debt, or upon request of the depositor, unless such 
person, firm, corporation, association, business trust, or other 
similar organization (A) shall be incorporated under, and au- 
thorized to engage in such business by, the laws of the United 
States or of any State, Territory, or District, or (B) shall be 

ermitted by any State, Territory, or District to engage in such 
usiness and shall be subjected by the law of such State, Terri- 
tory, or District to examination and regulation, or (C) shall sub- 
mit to periodic examination by the banking authority of the State, 
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Territory, or District where such business is carried on and shall 
make and publish periodic reports of its condition, exhibiting in 
detail its resources and liabilities, such examination and reports 
to be made and published at the same times and in the same man- 
ner and under the same conditions as required by the law of such 
State, Territory, or District in the case of incorporated banking 
institutions engaged in such business in the same locality. 

(b) Whoever shall willfully violate any of the provisions of this 
section shall upon conviction be fined not more than $5,000 or im- 
prisoned not more than five years, or both, and any oflicer, director, 
employee, or agent of any person, firm, oe association, busi- 
ness trust, or other similar organization who knowingly participates 
in any such violation shall be punished by a like fine or imprisonment, 
or both. 


Recommendation 

This section should be amended to prohibit the receipt of deposits 
by any person, corporation, etc., even though incorporated under, and 
authorized to engage in the business of receiving deposits by, the laws 
of any State, Territory, or district, unless subjected to the banking 
laws of such State, Territory, or district. 
Reason 

Recently a corporation incorporated under the laws of Texas was 
engaged in receiving deposits and was offering to pay 5 percent in- 
terest on such deposits. Upon investigation the Comptroller found 
that while this corporation was duly incorporated under the laws of 
the State of Texas its deposit activities were not supervised or regu- 
lated. The banking commissioner of Texas disclaimed jurisdiction on 
grounds that the company was incorporated under the insurance laws 
of Texas. The insurance commissioner stated that his jurisdiction 
was limited to regulating the insurance activities of this company and 
did not extend to regulation of its deposit activities. The Comp- 
troller submitted the matter to the Department of Justice for a de- 
termination of whether this statute was being violated, and was ad- 
vised that there was no violation. Subsequently, this company be- 
came bankrupt with loss to its depositors. Amendment of this statute 
in the manner suggested would prevent a recurrence of this situation. 


37. CONTRIBUTIONS BY THE FEepERAL Depostr INSURANCE CORPORATION 
AND THE F'rpeRAL Reserve Boarp To THE COMPTROLLER 

Eeisting law 

Title 12, U. S. C., sec. 482—The Comptroller of the Currency shall 
fix the salaries of all bank examiners and make report thereof to 
Congress. ‘The expense of the examinations herein provided for shall 
be assessed by the Comptroller of the Currency upon national banks 
in proportion to their assets or resources. The assessments may be 
made more frequently than annually at the discretion of the Comp- 
troller of the Currency. The annual rate of such assessment shall be 
the same for all national banks, except that banks examined more 
frequently than twice in one calendar year shall, in addition, be 
assessed the expense of these additional examinations. 

In addition to the expense of examination to be assessed by the 
Comptroller of the Currency as heretofore provided, all national banks 
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exercising fiduciary powers and all banks or trust companies in the 
District of Columbia exercising fiduciary powers shall be assessed by 
the Comptroller of the Currency for the examination of their fiduciary 
activities a fee adequate to cover the expense thereof. 


Recommendation 


It is recommended that this statute be amended to provide that the 
Federal Deposit Insurance Corporation shall pay to the Comptroller 
of the Currency annually an amount equal to 50 percent of the expense 
incurred by it in examining State nonmember insured banks, and the 
Board of Governors of the Federal Reserve System shall pay to the 
Comptroller of the Currency annually an amount equal to 50 percent 
of the expense incurred by it and by the Federal Reserve banks in 
examining State member banks, and that the expenses of the Comp- 
troller of the Currency not otherwise provided for shall be assessed 
by the Comptroller of the Currency upon the national banks in pro- 
portion to their assets and resources. 


Reasons 


National banks now bear the full expense of the supervision and 
the examinations which they receive from the Comptroller’s Office. 
The entire expenses of the Comptroller’s Office are paid out of assess- 
ments levied on national banks. State banks, on the contrary, which 
are supervised and examined by the Board of Governors of the Fed- 
eral Reserve System, or the Federal Deposit Insurance Corporation, 
do not bear directly any of the expense of such Federal supervision 
and examination. In the vast majority of cases State banks are exam- 
ined jointly by the State authorities and by the examiners of the 
Federal Reserve banks or the Federal Deposit Insurance Corporation. 
In many States such examinations are conducted only oncea year. By 
conducting joint examinations with Federal examiners State banking 
departments are enabled to operate with substantially smaller staffs 
and at less expense to the banks. 

Thus State banks are to some extent subsidized by the Federal Gov- 
ernment through the Federal Reserve System and the Federal Deposit 
Insurance Corporation, and they get the benefits of Federal super- 
vision and examination at no direct cost tothem. All national banks 
in the continental United States are members of the Federal Reserve 
System and are insured by the Federal Deposit Insurance Corporation. 
All of the funds of the Federal Deposit Insurance Corporation are 
derived from insurance assessments on insured banks including na- 
tional banks. Thus national banks through their payments to the 
Federal Deposit Insurance Corporation are paying part of the cost 
of examining State banks. This inequity should e eliminated. 

In some States the examination fees are very much less for State 
banks than for national banks particularly in the case of larger banks. 
This is an incentive for national banks to leave the national system and 
convert into State banks. 

Through the payments suggested in the proposed amendment the 
examination fees assessed to the national banks by the Comptroller 
of the Currency could be reduced, thus restoring a more equitable- 
balance between the State and National systems. 
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38. FurnisHine CoNnFIDENTIAL INFORMATION TO FEDERAL 
INTERMEDIATE Crepir Banks 


Existing law 

Title 12, U.S. C., sec. 1091.—In order to enable each Federal inter- 
mediate credit bank to carry out the purpose of this subchapter, the 
Comptroller of the Currency is hereby authorized and directed, upon 
the request of any Federal intermediate credit bank, (1) to furnish 
for the confidential use of such bank such reports, rec he and other 
information as he may have available relating to the financial condi- 
tion of national banks through or for which the Federal intermediate 
credit bank has made or contemplates making discounts, and (2) to 
make through his examiners, for the confidential use of the Federal 
intermediate credit bank, examinations of organizations through or 
for which the Federal intermediate credit bank has made or contem- 
plates making discounts or loans: Provided, That no such examination 
shall be made without the consent of such organization except where 
such examination is required by law: Provided, That any organiza- 
tion, except State banks, trust companies, and savings associations, 
shall, as a condition precedent to securing rediscount privileges with 
the Federal intermediate credit bank of its district, file with such bank 
its written consent to its examination as may be directed by the Farm 
Credit Administration by farm credit examiners; and State banks, 
trust companies, and savings associations may be in like manner re- 
quired to file their written consent that reports of their examination 
by constituted authorities may be furnished by such authorities upon 
request to the Federal intermediate credit bank of their district. Each 
Federal intermediate credit bank shall be examined and audited at 
least once each year by the Farm Credit Administration, and the 
results of such examination and audit shall be made public by the 
administration. 


Recommendation 


It is recommended that the first part of the first sentence through the 
words “required by law” be repealed. 


Reasons 


Federal intermediate credit banks are chartered and aoe ised by 
the Farm Credit Administration which under 12 U. 8. C. 1095 is 
presently authorized to call upon the Comptroller of the Currency to 
make available in confidence reports and information relating to the 
condition of any national banking association to which the Adminis- 
tration or Federal intermediate credit bank contemplates making a 
loan or for which it has discounted or contemplates discounting paper, 
or which it is using or Shean ue using as a custodian of securities 
or other credit instruments, or as a depositary. The individual Fed- 
eral intermediate credit banks Reb time to time request the Farm 
Credit Administration to obtain from the Comptroller of the Currency 
the type of information referred to in 12 U. 8. C. 1091 and 1095 and 
such necessary information is made available to the Farm Credit 
Administration. 'The Comptroller of the Currency prefers to make 
such confidential information available to the supervisory authority, 
the Farm Credit Administration, rather than to the individual Fed- 
eral intermediate credit banks, and as this practice has been followed 
administratively, it is recommended that 12 U.S. C. 1091 be amended 
as recommended above. 
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39. NationaL AGRICULTURAL CREDIT CORPORATIONS 


Existing law 
Title 12, U. S. C., secs. 1151-1322.— 


Recommendation 

Repeal. If these sections are repealed references to the national 
agricultural credit corporations should be eliminated from sections 
6 and 10 of title 12 of the United States Code. 


Reasons 

These statutes deal with the organization, operation, and dissolution 
of national agricultural credit corporations. The last national agri- 
cultural credit corporation was liquidated in 1938. Under the provi- 
sions of section 77 of the Banking Act of 1933 no national agricultural 
credit corporation may now be formed. Therefore, these provisions 
of law are obsolete. 
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40. Bonps or Home Owners’ Loan Corporation as LAwFuL 
INVESTMENTS 

Existing law 

[7340] Title 12, U. S. C., sec. 1463 (c).—* * * Such bonds shall be 
fully and unconditionally guaranteed both as to interest and principal 
by the United States, and such guaranty shall be expressed on the face 
thereof, and such bonds shall be lawful investments, and may be ac- 
cepted as security, for all fiduciary, trust, and public funds, the invest- 
ment or deposit of which shall be under the authority or control of the 
United States or any officer or officers thereof. * * * 
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Recommendation 
It is recommended that title 12, United States Code, section 1463 (c), 
be repealed. 


Reasons 

The act of June 30, 1953 (67 Stat. 126), dissolved and abolished the 
Hlome Owners’ Loan Corporation. We are informed that all bonds 
of the corporation were retired on January 27, 1950. Since HOLC 
has been abolished and its bonds retired there is no longer any reason 
to list them as a lawful investment for trust funds. 








41. Aciine COMPTROLLER OF THE CURRENCY ON BoaArp oF THE FEDERAL 
Deposit INSURANCE CoRPORATION 










Existing law 

Title 12, U. S. C., sec. 1812 (Federal Deposit Insurance Act, sec. 
2).—The management of the Corporation shall be vested in a Board of 
Directors consisting of three members, one of whom shall be the 
Comptroller of the Currency, and two of whom shall be citizens of 
the United States to be appointed by the President, by and with the 
advice and consent of the Senate. One of the appointive members 
shall be the Chairman of the Board of Directors of the Corporation 
and not more than two of the members of such Board of Directors 
shall be members of the same political party. Each such appointive 
member shall hold office for a term of six years. In the event of a 
vacancy in the office of the Comptroller of the Currency, and pending 
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the appointment of his successor, or during the absence of the Comp- 
troller from Washington, the Acting Comptroller of the Currency 
shall be a member of the Board of Directors in the place and stead 
of the Comptroller. In the event of a vacancy in the office of the 
Chairman of the Board of Directors, and pending the appointment 
of his successor, the Comptroller of the Currency shall act as Chair- 
man. The members of the Board of Directors shall be ineligible 
during the time they are in office and for two years thereafter to hold 
any office, position, or employment in any insured bank, except that 
this restriction shall not apply to any member who has served the full 
term for which he was appointed. No member of the Board of 
Directors shall be an officer or director of any insured bank or Federal 
Reserve bank or hold stock in any insured bank; and before entering 
upon his duties as a member of the Board of Directors he shall certify 
under oath that he has complied with this requirement and ah 
certification shall be filed with the secretary of the Board of Directors, 


Recommendation 


This statute should be amended to provide that in case of the inabil- 
ity of the Comptroller of the Currency to act, through illness or other- 
wise, the Acting Comptroller of the Currency shall be a member of the 
Board of Directors in the place and stead of the Comptroller. 


Reasons 


While the statute now provides that the Acting Comptroller of the 
Currency shall serve as a member of the Board of Directors of the 
Federal Deposit Insurance Corporation in the event of a vacancy in 
the office of the Comptroller of the Currency and during the absence 
of the Comptroller from Washington, it says nothing about the Acting 
Comptroller of the Currency serving as such director in the event 
of the illness of the Comptroller. While it would be assumed that 
the Acting Comptroller of the Currency should serve as a director 
of a corporation during the illness of the Comptroller, the matter 
should be made statutory in order that any doubt on that score may be 
eliminated. 


492, MerGers or CoNSOLIDATIONS BY INSURED BANKS 


Eeisting law 

Title 12, U. S. C., sec. 1828 (¢).—Without prior written consent by 
the Corporation, no insured bank shall (1) merge or consolidate with 
any non-insured bank or institution or convert into a noninsued bank 
or institution or (2) assume liability to pay any deposits made in, or 
similar liabilities of, any noninsured bank or institution or (3) trans- 
fer assets to any noninsured bank or institution in consideration of the 
assumption of liabilities for any portion of the deposits made in such 
insured bank. No insured bank shall convert into an insured State 
bank if its capital stock, or its surplus will be less than the capital stock 
or surplus, respectively, of the converting bank at the time of the share- 
holders’ meeting approving such conversion, without prior yritten 
consent by the Comptroller of the Currency if the resulting bank is to 
be a District bank, or by the Board of Governors of the Federal Reserve 
System if the resulting bank is to be a State member bank (except a 
District bank), or by the Corporation if the resulting bank is to Pe a 
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State nonmember insured bank (except a District bank). No insured 
bank shall (i) merge or consolidate with an insured State bank under 
the charter of a State bank or (ii) assume liability to pay any deposits 
made in another insured bank, if the capital stock or surplus of the 
resulting or assuming bank will be less than the aggregate capital 
stock or ‘aggregate surplus, respectively, of all the merging or consoli- 
dating banks or of all the parties to the assumption of liabilities, at the 
time of the shareholders’ meetings which authorized the merger or 
consolidation or at the time of the : assumption of liabilities, unless the 
Comptroller of the Currency shall give prior written consent if the 
assuming bank is to be a national bank or the assuming or resulting 
bank is to be a District bank; or unless the Board of Governors of the 
Federal Reserve System gives prior written consent if the assuming 
or resulting bank is to be a State member bank (except a District 
bank) ; or unless the Corporation gives prior written consent if the 
assuming or resulting bank is to be a nonmember insured bank (except 
a District bank). No insured State nonmember bank (except a Dis- 
trict bank) shall, without the prior consent of the Corporation, reduce 
the amount or retire any part of its common or preferred c apital stock, 
or retire any part of its capital notes or debentures. 


Recommendation 

It is recommended that this statute be amended to provide that no 
insured bank shall merge or consolidate with any other insured bank 
or acquire the assets of, or assume liability to pay any deposits made in, 
any other insured bank without the prior written consent of the appro- 
priate Federal authority. It should also provide that in granting or 
withholding its consent the approving authority must consider the 
factors enumerated in section 6 of the Federal Deposit Insurance Act 
and also must take into consideration whether the effect of the trans- 
action may be to lessen competition unduly or tend unduly to create a 
monopoly. In the interests of uniform standards, the approving au- 
thority should be required to first seek the views of each of the other 
two banking agencies, and should also be authorized to request the 
opinion of the Attor ney General of the United States. 


Reasons 

A variety of causes have resulted in an increased number of bank 
consolidations or mergers since the end of World War II, and particu- 
larly during the last 5 years. This has given rise to some apprehension 
that desirable levels of competition in banking might not be main- 
tained unless steps were taken to enact legis: tion requiring that full 
consideration be given to the competitive aspects of such transactions 
prior to being ¢ approved by the Government official having jurisdiction. 
The Federal bank superv isory agencies are not now required by statute 
to consider the competitive or monopolistic oe ts of merger transac- 
tions requiring their approval and bank asset acquisitions are not now 
subject to section 7 of the Clayton Act. It is believed that in exercising 
their authority over bank mergers and consolidations, the Federal 
banking authorities should be required to consider in addition to bank- 
ing factors whether the result thereof might be to lessen competition 
unduly or to tend unduly to create a monopoly. This authority should 
be vested in the bank supervisory agencies as banking is a supervised 
and regulated industry, and important banking factors must be 
weighed in conjunction with purely competitive ‘factors in arriving 
at sound decisions. 
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Since there will be three banking agencies making decisions in re- 
spect to this matter, the legislation should require that, in the interests 
of achieving uniform standards, the Federal bank supervisory agency 
having jurisdiction in a particular case shall seek the views of each of 
the other two supervisory agencies on the competitive and monopolistic 
aspects of such asset acquisitions. The approving authority should 
be authorized to request the opinion of the Attorney General of the 
United States in order that the knowledge of the Antitrust Division 
of the Department of Justice would be available to it. Final author- 
ity should, however, be placed in the hands of the Federal banking 
supervisory agencies whose officials are intimately familiar with bank- 
ing in all its phases throughout the United States. 

The views of this Department with respect to this matter were pre- 
sented to the Senate Committee on Banking and Currency in great 
detail during the 2d session of the 84th Congress with respect to S. 3911. 
This recommendation was incorporated in S. 3911, which was passed 
by the Senate but not by the House of Representatives during the 84th 
Congress. 


43. Use or CerTain Worps as Part or Bustyness NAME 


Existing law 

Title 18, U. S. C., sec 709 (Crimes and Criminal Procedure) — 
Whoever, except as permitted by the laws of the United States, uses 
the words “national”, “Federal”, United States”, reserve’, or “Deposit 
Insurance” as part of the business or firm name of a person, corpora- 
tion, partnership, business trust, association or other business entity 
engaged in the banking, loan, building and loan, brokerage, factorage, 
insurance, indemnity, savings or trust business; or 

Whoever falsely advertises or represents, or publishes or displays 
any sign, symbol or advertisement reasonably calculated to convey the 
impression that a nonmember bank, banking association, firm or part- 
nership is a member of the Federal reserve system ; or 

Whoever, except as expressly authorized by Federal law, uses thie 
words “Federal Deposit”, “Federal Deposit Insurance”, or “Federal 
Deposit Insurance Corporation” or a combination of any three of these 
words, as the name or a part thereof under which he or it does business, 
or advertises or otherwise represents falsely by any device whatsoever 
that his or its deposit liabilities, obligations, certificates, or shares are 
insured or guaranteed by the Federal Deposit Insurance Corporation, 
or by the United States or by any instrumentality thereof, or whoever 
advertises that his or its deposits, shares, or accounts are federally 
insured, or falsely advertises or otherwise represents by any device 
whatsoever the extent to which or the manner in which the deposit 
liabilities of an insured bank or banks are insured by the Federal 
Deposit Insurance Corporation ; or 

Whoever, not being organized under chapter 7 of title 12, advertises 
or represents that it makes Federal Farm loans or advertises or offers 
for sale as Federal Farm loan bonds any bond not issued under chapter 
7 of Title 12, or uses the word “Federal” or the words “United States” 
or any other words implying Government ownership, cbligation or 
supervision in advertising or offering for sale any bond, note, mortgage 
or other security not issued by the Government of the United States 
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under the provisions of said chapter 7 or some other Act of Congress; 
or 

_Whoever uses the words “Federal Home Loan Bank” or any com- 
bination or variation of these words alone or with other words as a 
business name or part of a business name, or falsely publishes, adver- 
tises ‘or represents by any device or symbol or other means reasonably 
calculated to convey the impression that he or it is a Federal Home 
Loan Bank or member of or subscriber for the Stock of a Federal 
Home Loan Bank; or 

Whoever uses the words “National Agricultural Credit Corporation” 
as part of the business or firm name of a person, corporation, partner- 
ship, business trust, association or other business entity not organized 
under the laws of the United States as a National Agricultural Credit 
Corporation; or 

Whoever uses the word “Federal intermediate credit bank” as part 
of the business or firm name for any person, corporation, partnership, 
business trust, association or other business entity not organized as an 
intermediate credit bank under the laws of the United States; or 

Whoever uses as a firm or business name the words “Housing and 
Home Finance Agency”, “Federal Housing Administration”, Federal 
National Mortgage Association”, or “Public Housing Administration” 
or the letters “FHA” or any combination or variation of those words 
or the letters “FHA” alone or with other words or letters reasonably 
calculated to convey the false impression that such name or business 
has some connection with, or authorization from, the Housing and 
Home Finance Agency, the Federal Housing Administration, the 
Federal National Mortgage Association, the Public Housing Adminis- 
tration, the Government of the United States or any agency thereof, 
which does not in fact exist, or falsely claims that any repair, im- 
provement, or alteration of any existing structure is required or rec- 
ommended by the Housing and Home Finance Agency, the Federal 
Housing Administration, the Federal National Mortgage Associa- 
tion, the Public Housing Administration, the Government of the 
United States or any agency thereof, for the purpose of inducing any 
person to enter into a contract for the making of such repairs, altera- 
tions, or improvements, or falsely advertises or falsely represents by 
any device whatsoever that any housing unit, project, business, or 
product has been in any way endorsed, authorized, inspected, ap- 
praised, or approved by the Housing and Home Finance Agency, the 
Federal Housing Administration, the Federal National Mortgage 
Association, the Public Housing Administration, the Government of 
the United States or any agency thereof; or 

Whoever, except with the written permission of the Director of the 
Federal Bureau of Investigation, knowingly uses the words “Federal 
3ureau of Investigation” or the initials “F. B. I.”, or any colorable 
imitation of such words or initials, in connection with any advertise- 
ment, circular, book, pamphlet or other publication, play, motion pic- 
ture, broadcast, telecast, or other production, in a manner reasonably 
calculated to convey the impression that such advertisement, circular, 
book, pamphlet or other publication, play, motion picture, broadcast, 
telecast, or other production, is approved, endorsed, or authorized by 


the Federal Bureau of Investigation ; or 
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Whoever uses as a firm or business name the words “Reconstruction 
Finance Corporation” or any combination or variation of these 
words— 

Shall be punished as follows: a corporation, partnership, business 
trust, association, or other business entity, by a fine of not more than 
$1,000; an officer or member thereof participating or knowingly ac- 
quiescing in such violation or any individual violating this section, by 
a fine of not more than $1,000 or imprisonment for not more than one 
year, or both. 

This section shall not make unlawful the use of any name or title 
which was lawful on the date of enactment of this title. 

This section shall not make unlawful the use of the word “national” 
as part of the name of any business or firm engaged in the insurance 
or indemnity business, whether such firm was engaged in the insur- 
ance or indemnity business prior or subsequent to the date of enact- 
ment of this paragraph. 

A violation of this section may be enjoined at the suit of the United 
States attorney, upon complaint by any duly authorized representative 
of any department or agency of the United States. 


Recommendation 

It is recommended that this statute be amended to expressly permit 
the use of the word “national” in the title of all national banks. It 
is also recommended that the use of the letters “U.S.” as part of the 
business or firm name of persons, corporations, etc. engaged in the 
banking, loan, building and loan, brokerage, factorage, savings or 
trust business be prohibited. It is also recommended that no cor- 
poration other than a national bank should be permitted to use the 
words “national bank” in its corporate title. 


Reasons 

At the time of the codification of the criminal statutes in 1948 there 
was eliminated the statute which expressly permitted national banks 
to use the word “national” in their corporate titles. There is now no 
statute of the United States which expressly permits national banks 
to thus use the word “national” but the Comptroller of the Currency 
has continued to require all national banks to do so. Their rights 
in this respect should be made statutory. 

The use of the letters “U.S.” should be prohibited to corporations 
engaged in the types of business specified in order that the public 
will not be misled into believing that the corporation using these 
letters is a Government agency or is connected with a Government 
agency or that its business or that the deposit liabilities, obligations, 
certificates, or shares thereof, are insured or guaranteed by the United 
States or any instrumentality thereof. Legislation which would ac- 
complish this purpose was passed by the Senate but not by the House 
of Representatives during the 84th Congress. See 5. 2891 of the 84th 
Congress. Need for this legislation was highlighted by the bank- 
ruptcy of the U. S. Trust & Guaranty Co. of Waco, Tex., a corporation 
accepting deposits which was not regulated or examined by any super- 
visory authority. 

There is now in existence a corporation which has recently adopted 
a corporate title including the words “national bank.” This corpora- 
tion is not a bank but is a corporation engaged in holding the stock of 
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national banks. We do not believe that any corporation other than 
a national bank should be able to combine the words “national bank” 
in its corporate title thus implying to the public that it is a national 
bank supervised and regulated by the Comptroller of the Currency. 
Legislation which would prohibit this should apply to corporations 
in existence at the time the legislation is enacted as well as those 
incorporated later. 





44. Nationa, BANK EXAMINATION Reports PRIivILEGED AGAINST 
DISCLOSURE 


ee ee ee ee ee 





Existing law 
None. 





Recommendation 

It is recommended that there be enacted a statute which would pro- 
vide that reports of examinations of national banks made by national 
bank examiners and related correspondence and papers should be 
deemed to be confidential documents privileged against disclosure 
to unauthorized persons except with the consent of the Comptroller 
of the Currency. 


Reasons 

From time to time outside persons, usually persons engaged in liti- 
gation with national banks, will attempt to subpena from the Comp- 
troller of the Currency or from the national bank involved copies of 
reports of examination of a national bank and related correspondence 
and papers. In these cases it is the practice of the Treasury Depart- 
ment to resist the subpena by claiming that such documents are con- 
fidential documents of the Treasury Department privileged against . 
disclosure under well-known doctrines of governmental privilege. 

Reports of examination of financial institutions under the juris- 
diction of the Comptroller and other information obtained by him in 
the exercise of his visitatorial powers over such institutions are classi- 
fied as confidential because such information is obtained by or sub- 
mitted to him in confidence, its revelation might adversely affect such 
institutions, the affairs of their customers, or others dealing with them 
or with the Comptroller of the Currency, and would be inimical to 
the public interest. The courts have recognized that the National 
Bank Act, in deference to the delicate and sensitive interests involved, 
contemplates exclusive supervision of banks by the Comptroller of 
the Currency and the confidential treatment by him of the matters 
developed as to their internal affairs. 

Consequently, claims of privilege are ordinarily upheld. Recently, 
however, a United States district court refused to uphold such a claim 
of privilege by the Secretary of the Treasury and ordered the pro- 
duction in evidence of reports of examination of a national bank. 
This decision was reversed by the court of appeals which held that 
the subpena was too broadly drawn. 

It is believed that this is a matter of such importance that the con- 
fidential and privileged nature of reports of examination and related 
documents should be made statutory in order that future problems of 
disclosure may be avoided. In practically all cases in which litigants 
seek to subpena reports of examination any information which they 
need and to which they are entitled is available from the books of the 
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bank, which are, of course, the best evidence of the transactions in 
volved, and which are subject to subpena. Usually, in seeking reports 
of examination the litigants are desirous of determining whether the 
bank was criticized by the bank examiners with a view toward using 
such information in their controversy with the bank. 


45. Mereep or ConsouirATep BAnk AS BRANCH OFFICE 


Existing law 
None. 


Recommendations 

It is recommended that legislation be enacted to provide that any 
national bank located within the same county may, with the approval 
of the Comptroller of the Currency, acquire by consolidation, merger, 
or purchase of assets, and assumption of liabilities another national 
bank which is found by the Comptroller of the Currency to be in a 
precarious financial condition and permit the acquiring bank to con- 
tinue the office or offices of the absorbed bank as branch offices, even 
though State laws do not permit the establishment of such branches. 


Reasons 

Situations have arisen in the past where communities in States the 
laws of which either prohibit branch banking or provide for limited 
branch banking have been deprived of needed banking services through 
the discontinuance of a national bank because of insolvency. Other 
nearby banks could and would have provided those communities with 
all necessary banking services through takeovers of the discontinuing 
banks and the establishment of branches at the locations of such banks 
if the branch banking laws had not prohibited their doing so. This 
would have substantially eased the problem of the bank supervisory 
authorities and been to the best advantage of all concerned. Similar 
situations are almost certain to arise in the future. It would appear 
to be essential that a method of dealing with such problems ond per- 
mitting the continuance of necessary banking services in such situa- 
tions be provided through the recommended legislation. 


45A. ADMINISTRATION OF PENSION, PRorit-SHARING, AND EMPLoyEeEr 
Wetrare or Benerir Funps or EmpPLoyers or NATIONAL BANKS 


Existing law 

None dealing with supervision or governing administration. 
Recommendation 

[t is recommended that a statute be enacted to govern specifically 
certain important phases of the administration of pension, profit- 
sharing, and employee welfare or benefit accounts of national banks, 
as follows: 

(1) Such accounts into which profits of the bank are contributed 
should have the approval of the stockholders who own a majority of 
the capital stock of the bank. 

(2) Borrowing by such accounts should be prohibited, except for 
temporary needs to meet required disbursements. 
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(3) Investment of funds of such accounts in any real estate, equip- 
ment, enterprise, obligation, interest or stock, the principal purpose of 
which is to serve the interest of the bank or any director, officer, or 
employee thereof, should be prohibited. 

(4) Ownership of more than 5 percent of the shares of the capital 
stock of any bank or trust company or the investment of more than 
10 percent of the corpus of the pension, profit-sharing, and employee 
welfare or benefit fund or trust in shares of any bank or trust company, 
whichever is the lesser based upon cost price at the time of purchase, 
should be prohibited. 

(5) The Comptroller of the Currency should be authorized by law 
to examine, in the course of the examination of each national bank, 
the affairs of any pension, profit-sharing, and employee welfare or 
benefit accounts which it established for its directors, officers, or em- 
ployees, except when such accounts are administered by an independent 
corporate trustee. 


Reasons 


In the investment of trust funds of pension, profit-sharing, and 
employee welfare or benefit arrangements, abuses have occurred which 
could have been prevented had suitable statutory restrictions existed 
governing the administration of such trust funds. The most outstand- 
ing abuses which have come to the attention of this office are: 

(1) The failure to obtain approval of the shareholders of the em- 
ployer bank. This could result in litigation. In the case of Heinz v. 
National Bank of Commerce in St. Louis (287 Fed, 942), the United 
States Circuit Court of Appeals held that the creation of a pension 
fund was within the incidental powers of a national bank. In that 
case the directors had established the plan pursuant to a resolution of 
the shareholders. Such approval by the shareholders is believed to be 
wise procedure in order that the shareholders may be fully informed, 
and their specific approval may remove the possibility of later criticism. 
Furthremore, the shareholders are entitled to know the extent to which 
the future earnings of their bank are committed for such a purpose. 

(2) There have been cases where pension funds created by banks 
have borrowed substantial sums of money to purchase the controlling 
interest in other banks. Control held in such a manner permits the 
employer-bank to dominate the policies and operations of the bank 
concerned. We do not believe that such funds should be used for 
this purpose. 

(3) Also, trust funds of employee benefit accounts have been invested 
in banking houses, equipment, automobile parking facilities, insurance 
agency, and an automobile dealership on the verge of bankruptcy. 
Such investments are not suitable to the type of trust funds being 
invested and are indicative of self interest. 

(4) There is divided opinion as to whether stock of an employer 
bank is a proper investment of trust funds held for its employees. We 
believe it would be advisable to restrict the ownership of such stock 
to a reasonable amount with respect to the corpus of the trust as well 
as to the proportion of the capital stock of the employer bank. 
Furthermore, the limitations recommended are the same as those pro- 
vided by section 17 (c) (5) of regulation F of the Board of Gov- 
ernors of the Federal Reserve System which sets forth miscellaneous 
limitations on investment of common trust funds. Fundamentally, it 
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is contrary to sound fiduciary practice to engage in self-dealing, partic- 
ularly where the trustor and trustee are essentially the same. We also 
regard it to be inappropriate for an employee’s pension to be substan- 
tially dependent upon the continued success of his employer. In any 

case where it is necessary for a bank to increase its capital stock by 
means of a sale of new shares, ow nership of a major portion of the 
—oee stock by an employees’ trust fund, which may not be in 

1 position to purchase more stock, could impede if not prevent an 
increase in capital which might be necessary for the continued welfare 
of the bank and the protection of the interests of its depositors. 
Furthermore, if the bank is sole trustee, it is prohibited by title 12, 
United States Code, section 61 (U.S. R. S., sec. 5144) from voting 
such shares held in trust in the election of directors, except under 
certain circumstances. If these circumstances are met and a substan- 

tial portion of the stock of the bank is held in trust, it may become 
possible for the management of the bank to perpetuate itself in office. 
This perpetuation of management could also occur through the influ- 
ence of directors and officers upon employees, if they, instead of the 
bank, are trustees of the fund. 

(5) Statutory authority exists under which the Comptroller of the 
Currency may examine trust departments of national banks and in any 
case where such a department is acting as trustees of an employees’ 
pension, profit-sharing, welfare or benefit trust, the administration 
of such trust funds may be examined. However, when the bank is 
not trustee and such funds are under a trusteeship composed of direc- 
tors, officers, employees, or others, statutory authority does not exist 
which would permit examination into the administration of such 
trusts. Even though under these circumstances the administration 
of the trust is not a direct responsibility of the bank, because of the 
fact that its trustees (other than an independent corporate trustee) 
ure closely connected with the bank and in a position to be influenced 
by those who formulate and administer its policies, the bank might 
be held liable for any loss which may occur in such a trust fund “by 

eason of unsound acts of its directors, officers, or employees who also 
serve as trustees and whose interest is divided between the bank and 
the trusteeship. The probability or likelihood that under adverse 
circumstances the trustees may be charged with self-dealing and the 
bank held liable make it advisable that statutory authority be provided 
under which the affairs of such trusts may be supervised. 
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RECOMMENDATIONS OF THE BOARD OF GOVERNORS 
OF THE FEDERAL RESERVE SYSTEM 


Letrer oF TRANSMITTAL 


Boarp or GOVERNORS OF THE FeperaL Reserve System, 
OFFICE OF THE CHAIRMAN, 
Washington, September 28, 1956. 
Hon. A. Wiiris Ropertson, 
Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear Senator Ropertson: In response to your memorandum of 
July 20, 1956, there is submitted herewith a compilation of suggested 
amendments to the Federal banking laws affecting the Federal Re- 
serve System for the consideration of your committee in connection 
with its current study of all Federal laws relating to financial insti- 
tutions and credit. 

In accordance with the Board’s understanding of the scope of your 
committee’s present study, the proposed amendments now being sub- 
mitted by the Board relate in general to possible changes in the law 
with respect to operational activities and changes intended merely 
to eliminate obsolete provisions or to add such new provisions as seem 
desirable in order to clarify the law or make it more workable. 

The suggestions do not cover proposals relating to ar, matters 
or the structure and scope of authority of the Federal bank agencies, 
except for certain legislative proposals which were recommended by 
the Board during the last Congress; nor does the list of suggestions 
now submitted include matters of codification, such as the arrangement 
without change in substance of existing statutory provisions. How- 
ever, with respect to such matters of codification, as well as any other 
matters in connection with your committee’s study the Board and its 
staff will be glad to render whatever assistance the committee may 
desire at any time. 

Sincerely, 
Wma. McC. Martin, Jr. 


46. Reserve BAnK ORGANIZATION COMMITTER 


Eeisting law 

The first 2 paragraphs (partially incorporated in 12 U. S. C. 222, 
923, and 225) and the 13th paragraph (12 U. S. C. 224 and 281) of 
section 2 of the Federal Reserve Act read as follows: 

Paragraph 1: “Sec. 2. As soon as practicable, the Secretary of the 
Treasury, the Secretary of Agriculture and the Comptroller of the 
Currency, acting as ‘The Reserve Bank Organization Committee,’ 
shall designate not less than eight nor more than twelve cities to be 
known as Federal reserve cities, and shall divide the continental 
United States, excluding Alaska, into districts, each district to contain 
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only one of such Federal reserve cities. The determination of said 
organization committee shall not be subject to review except by the 
Board of Governors of the Federal Reserve System when organized: 
Provided, That the districts shall be apportioned with due regard to 
the convenience and customary course of business and shall not neces- 
sarily be coterminous with any State or States. The districts thus 
created may be readjusted and new districts may from time to time 
be created by the Board of Governors of the Federal Reserve System 
not to exceed twelve in all. Such districts shall be known as Federal 
reserve districts and may be designated by number. A majority of the 
organization committee shall constitute a quorum with authority to 
act.” 

Paragraph 2: “Said organization committee shall be authorized to 
employ counsel and expert aid, to take testimony, to send for persons 
and papers, to administer oaths, and to make such investigation as 
may be deemed necessary by the said committee in determining the 
reserve districts and in designating the cities within such districts 
where such Federal reserve banks shall be severally located. The said 
committee shall supervise the organization in each of the cities desig- 
nated of a Federal reserve bank, which shall include in its title the 
name of the city in which it is situated, as ‘Federal Reserve Bank of 
Chicago.’ ” 

* * * 4 ok * * 


Paragraph 13: “No Federal reserve bank shall commence business 
with a subscribed capital less than $4,000,000. The organization of 
reserve districts and Federal reserve cities shall not be construed as 
changing the present status of reserve cities and central reserve cities, 
except in so far as this Act changes the amount of reserves that ma 
be carried with approved reserve agents located therein. The organi- 
zation committee shall have power to appoint such “assistants and 
incur such expenses in carrying out the provisions of this Act as it 
shall deem necessary, and such expenses shall be payable by the Treas- 
urer of the United States upon voucher approved by the lesetians of 
the Treasury, and the sum of $100,000, or so much thereof as may be 
necessary, is hereby appropriated, out of any moneys in the Treasury 
not otherwise appropriated, for the payment of such expenses.” 


Recommendation 

Amendments to revise the first 2 paragraphs of section 2 of the Fed- 
eral Reserve Act to eliminate references to the Reserve Bank Organi- 
zation Committee and its functions and powers, and to repeal the 13th 
paragraph of such section. 


Reasons 


The Reserve Bank Organization Committee is now defunct, since 
its functions in connection with the original designation of Federal 
Reserve districts and cities and the organization of Federal Reserve 
banks were fully accomplished in the early days of the System. Con- 
sequently, all provisions relating to the Committee, its functions and 
expenses, contained in the Ist, 2d, and 13th paragraphs of section 2 
of the Federal Reserve Act are obsolete. In addition, the minimum 
capital required for the original organization of Federal Reserve 
banks, as contained in the 13th paragraph of that section is no longer 
of any significance. However, certain provisions of the first two 
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paragraphs of this section, relating to readjustment and apportion- 
ment of Federal Reserve districts and to the locatio nof Federal Re- 
serve cities and titles of Federal Reserve banks are still of importance 
and should be retained in revised form if those paragraphs are 
amended to remove references to the Organization Committee. 


47. SupscripTion py Nationa Banks To Feperat Reserve 
Bank StTock 
Existing law 

In section 2 of the Federal Reserve Act the third paragraph (partly 
in 12 U.S. C. 282), the fifth paragraph (not in United States Code), 
and the sixth and seventh paragraphs (12 U.S. C. 501la) read as fol- 
lows: 

Paragraph 3: “Under regulations to be prescribed by the organiza- 
tion committee, every national banking association in the United 
States is hereby required, and every eligible bank in the United States 
and every trust company within the District of Columbia, is hereby 
authorized to signify in writing, within sixty days after the passage 
of this Act, its acceptance of the terms and provisions hereof. When 
the organization committee shall have designated the cities in which 
Federal reserve banks are to be organized, and fixed the geographical 
limits of the Federal reserve districts, every national banking asso- 
ciation within that district shall be required within thirty days after 
notice from the organization committee, to subscribe to the capital 
stock of such Federal reserve bank in a sum equal to six per centum 
of the paid-up capital stock and surplus of such bank, one-sixth of 
the subscription to be payable on call of the organization committee 
or of the Board of Governors of the Federal Reserve System, one-sixth 
within three months and one-sixth within six months thereafter, and 
the remainder of the subscription, or any part thereof, shall be subject 
to call when deemed necessary by the Board of Governors of the Fed- 
eral Reserve System, said payments to be in gold or gold certificates.” 

* * * * * * * 

Paragraph 5: “Any national bank failing to signify its acceptance 
of the terms of this Act within the sixty days aforesaid, shall cease 
to act as a reserve agent, upon thirty days’ notice, to be given within 
the discretion of the said organization committee or of the Board of 
Governers of the Federal Reserve System.” 

Paragraph 6: “Should any national banking association in the 
United States now organized fail within one year after the passage of 
this Act to become a member bank or fail to comply with any of the 
provisions of this Act applicable thereto, all of the rights, privileges, 
and franchises of such association granted to it under the national- 
bank Act, or under the provisions of this Act, shall be thereby for- 
feited. Any noncompliance with or violation of this Act shall, how- 
ever, be determined and adjudged by any court of the United States 
of competent jurisdiction in a suit brought for that purpose in the dis- 
trict or territory in which such bank is located, under direction of the 
Board of Governors of the Federal Reserve System, by the Comp- 
troller of the Currency in his own name before the association shall 
be declared dissolved. In cases of such noncompliance or violation, 
other than the failure to become a member bank under the provisions 
of this Act, every director who participated in or assented to the same 








68 STUDY OF BANKING LAWS 


shall be held liable in his personal or individual capacity for all dam- 
ages which said bank, its shareholders, or any other person shall have 
sustained in consequence of such violation.” 

Paragraph 7: “Such dissolution shall not take away or impair any 
remedy against such corporation, its stockholders or officers, for any 
liability or penalty which shall have been previously incurred.” 
Recommendation 

An amendment repealing the third and fifth paragraphs of section 2 
of the Federal Reserve Act, and revising the sixth and seventh para- 
graphs of that section to eliminate obsolete provisions and to make it 
clear that national banks organized since the date of the Federal Re- 
serve Act must be members of the Federal Reserve System. 

Reasons 

The third and fifth paragraphs of section 2 of the Federal Reserve 
Act, requiring every national bank in the United States to signify its 
acceptance of that act “within 60 days after the passage of this act” 
and providing penalties for failure to do so, obviously relate only to 
national banks in existence at the time of the original Federal Reserve 
Act. and have no applicability to banks organized since that time. 
They have therefore been fully executed and should be repealed as 
obsolete. 

The provision in the sixth paragraph of section 2 for the forfeiture 
of the franchise of any national bank “now organized” which fails 
within 1 year after the passage of the act to become a member bank 
likewise is obviously obsolete; and it is questionable whether the re- 
mainder of the paragraph regarding violations of the act by national 
banks is technically applicable to national banks organized since the 
date of the act. Furthermore, this paragraph does not make clear 
the intent of the law that national eal organized since the date of the 
act must become members of the Federal Reserve System. The para- 
graph should be revised to make the provision regarding violations of 
law applicable to all national banks whenever organized and also to 
provide specifically that every national bank shall be a member of the 
System. If this paragraph were revised as suggested, it might in- 
corporate the substance of the present seventh paragraph relating to 
the effect of dissolution of a national bank. 


48. Liasmiry Incwent To Ownersuie oF Freprerat Reserve Bank 
STock 
Existing law 

The fourth paragraph of section 2 of the Federal Reserve Act (12 
U.S. C. 502) provides: 

“The shareholders of every Federal Reserve bank shall be held indi- 
vidually responsible, equally and ratably, and not one for another, for 
all contracts, debts, and engagements of such bank to the extent of the 
amount of their subscriptions to such stock at the par value thereof in 
addition to the amount subscribed, whether such subscriptions have 
been paid up in whole or in part, under the provisions of this act.” 


Recommendation 


An amendment which would repeal the provision of law quoted 
above and thereby relieve member banks of the so-called “double lia- 
bility” incident to their ownership of Federal Reserve bank stock. 





| 
| 






















i Aa Adem Sis 


oe shai as crn Rai sthslig 


SR SES a 





. 
i 
: 
. 
: 
} 





STUDY OF BANKING LAWS 69 


Reasons 

The above provision of law imposing double liability with respect to 
the stock of the Federal Reserve banks, is a part of the Federal Reserve 
Act as originally enacted in 1913. At that time double liability was a 
common feature of bank stock. However, under the provisions of the 
Federal Reserve Act, member banks have never been required to pay 
more than one-half of the price of the total Federal Reserve bank stock 
to which they must subscribe under the law. While the remaining one- 
half is payable on call of the Board, the need for such a call has never 
arisen and none has been made. As a practical matter, therefore, 
Federal Reserve bank stock is subject to double liability quite aside 
from the provision of law quoted above. Accordingly, continuation of 
such provision clearly would seem to be unnecessary. It may be 
noted, in addition, that double liability has been terminated as to 
national bank stock and the stock of many State banks. 


49, SUBSCRIPTION TO FEDERAL Reserve BANK SrTock By THE PuBLic AND 
THE Untrep STaTes 
Existing law 

The 8th, 9th, 10th, 11th, and 12th paragraphs of section 2 of the 
Federal Reserve Act (12 U.S. C. 283, 284, 285, and 286) read as fol- 
lows: 

Paragraph 8: “Should the subscriptions by banks to the stock of 
said Federal reserve banks or any one or more of them be, in the 
judgment of the organization committee, insuilicient to provide the 
amount of capital required therefor, then and in that event the said 
organization committee may, under conditions and regulations to be 
prescribed by it, offer to public subscription at par such an amount 
of stock in said Federal reserve banks, or any one or more of them, 
as said committee shall determine, subject to the same conditions as 
to payment and stock liability as provided for member banks.” 

Paragraph 9: “No individual, copartnership, or corporation other 
than a member bank of its district shall be permitted to subscribe for 
or to hold at any time more than $25,000 par value of stock in any 
Federal reserve bank. Such stock shall be known as public stock and 
may be transferred on the books of the Federal reserve bank by the 
chairman of the board of directors of such bank.” 

Paragraph 10: “Should the total subscriptions by banks and the 
public to the stock of said Federal reserve banks, or any one or more 
of them, be, in the judgment of the organization committee, insuf- 
ficient to provide the amount of capital required therefor, then and in 
that event the said organization committee shall allot to the United 
States such an amount of said stock as said committee shall determine. 
Said United States stock shall be paid for at par out of any money in 
the Treasury not otherwise appropriated, and shall be held by the 
Secretary of the Treasury and disposed of for the benefit of the United 
States in such manner, at such times, and at such price, not less than 
par, as the Secretary of the Treasury shall determine.” 

Paragraph 11: “Stock not held by member banks shall not be en- 
titled to voting power.” 

Paragraph 12: “The Board of Governors of the Federal Reserve 
System is hereby empowered to adopt and promulgate rules and regu- 
lations governing the transfers of said stock.” 
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Recommendation 


An amendment repealing all of the above-quoted paragraphs of 
section 2 of the Federal Reserve Act. 


Reasons 


All of the minimum capital required for the original organization 
of each Federal Reserve bank was fully subscribed to by banks; no 
Federal Reserve bank stock was offered to the public or allotted to the 
United States. Accordingly, the 8th, 9th, and 10th paragraphs of 
section 2, as quoted above, are now obsolete. 

The 11th paragraph of the section, providing that stock not held by 
member banks shall not be entitled to voting power, has no significance, 
since all Federal Reserve bank stock is held by member banks. 

The 12th paragraph of the section, authorizing the Board to promul- 
gate regulations governing the transfer of “said stock,” clearly relates 
only to stock held by the public or by the United States, since section 
5 of the act expressly provides that stock held by member banks shall 
not be transferred. Consequently, since no Federal Reserve bank 
stock is held by the public or the United States, this paragraph has 
no significance. 


50. OrIGINAL ORGANIZATION OF RESERVE BANKS 


Existing Law 

In section 4 of the Federal Reserve Act, the first three paragraphs 
(not in U. S. Code), the introductory part of the fourth paragraph 
(12 U.S. C. 341), the ninth paragraph (12 U.S. C. 302), the twelfth 
paragraph (12 U.S. C. 302), part of the 20th paragraph (12 U.S. C. 
305), and the 23rd and 24th paragraphs (12 U.S. C. 308), read as 
follows: 

Paragraph 1: “Src. 4. When the organization committee shall have 
established Federal reserve districts as provided in section two of this 
Act, a certificate shall be filed with the Comptroller of the Currency 
showing the geographical limits of such districts and the Federal re- 
serve city designated in each of such districts. The Comptroller of 
the Currency shall thereupon cause to be forwarded to each national 
bank located in each district, and to such other banks declared to be 
eligible by the organization committee which may apply therefor, an 
application blank in form to be approved by the organization com- 
mittee, which blank shall contain a resolution to be adopted by the 
board of directors of each bank executing such application, authoriz- 
ing a subscription to the capital stock of the Federal reserve bank 
organizing in that district in accordance with the provisions of this 
Act.” 

Paragraph 2: “When the minimum amount of capital stock pre- 
scribed by this Act for the organization of any Federal reserve bank 
shall have been subscribed and allotted, the organization committee 
shall designate any five banks of those whose applications have 
been received, to execute a certificate of organization, and there- 
upon the banks so designated shall, under their seals, make an or- 
ganization certificate which shall specifically state the name of such 
Federal reserve bank, the territorial extent of the district over which 
the operations of such Federal reserve bank are to be carried on, the 
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city and State in which said bank is to be located, the amount of 
capital stock and the number of shares into which the same is divided, 
the name and place of doing business of each bank executing such 
certificate, and of all banks Which have subscribed to the ¢ apital stock 
of such Federal reserve bank and the number of shares subscribed by 
each, and the fact that the certificate is made to enable those banks 
executing same, and all banks which have subscribed or may there 
after subscribe to the capital stock of such Federal reserve bank, to 
avail themselves of the pavantanes of this Act.” 

Paragraph 3: “The said organization certificate shall be acknow! 
edged before a judge of some court of record or notary public; and 
shall be, together with the acknowledgment thereof, authenticated by 
the seal of such court, or notary, transmitted to the ¢ Comptroller of 
the Currency, who shall file, record and carefully preserve the same in 
his office.” 

Paragraph 4: “Upon the filing of such certificate with the Comp- 
troller of the Currency as aforesaid, the said Federal reserve bank 
shall become a body corporate and as such, and in the name designated 
in such organization certificate, shall have power—* * *” 

* of * * * * * 

Paragraph 9: “Such board of directors shall be selected as herein- 
after specified and shall consist of nine members, holding office for 
three years, and divided into three classes, designated as classes A, 
B, and C.” 

1~ 


* * * * * * 


Paragraph 12: “Class C shall consist of three members who shall 
be designated by the Board of Governors of the Federal Reserve Sys- 
tem. When the necess: ary subscriptions to the capital stock have been 
obtained for the organization of any Federal reserve bank, the Board 
of Governors of the Federal Reserve System shall appoint the class C 
directors and shall designate one of such directors as chairman of the 
board to be selected. Pending the designation of such chairman, the 
organization committee shall exercise the powers and duties appertain- 
ing to the office of chairman in the organization of such Federal re- 
serve bank.” 

a * * * cS * * 


Paragraph 20: “Class C directors shall be appointed by the Board 
of Governors of the Federal Reserve System. They shall have been 
for at least two years residents of the district for which they are 
appointed, one of whom shall be designated by said board as chair 
man of the board of directors of the Federal reserve bank and as 
‘Federal reserve agent.’ * * *” 

. * * * * . * 


Paragraph 23: “The Reserve Bank Organization Committee may, 
in organizing Federal reserve banks, call such meetings of bank di- 
rectors in the several districts as may be necessary to carry out the 
purposes of this Act, and may exercise the functions herein conferred 
upon the chairman of the board of directors of each Federal reserve 
bank pending the complete organization of such bank.” 

Paragraph 24: “At the first meeting of the full board of directors 
of each Federal reserve bank, it shall be the duty of the directors of 
classes A, B and C, respectively, to designate one of the members of 
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each class whose term of office shall expire in one year from the first 
of January nearest to date of such meeting, one whose term of office 
shall expire at the end of two years from said date, and one whose term 
of office shall expire at the end of three years from said date. There- 
after every director of a Federal reserve bank chosen as hereinbefore 
provided shall hold office for a term of three years. Vacancies that 
may occur in the several classes of directors of Federal reserve banks 
may be filled in the manner provided for the original selection of such 
directors, such appointees to hold office for the unexpired terms of 
their predecessors.” 


Recommendation 


An amendment to repeal the first three paragraphs of section 4 of 
the Federal Reserve Act; to change the introductory part of the 
fourth paragraph of said section to read: “Each Federal Reserve 
bank now existing shall be a body corporate and, as such and in the 
name designated in its organization certificate, shall have power”; 
to revise the 9th paragr aph of such section to include provision for 
filling vacancies in directors now contained in the 24th paragraph of 
section 4; to repeal the 2d and 3d sentences of the 12th paragraph of 
such section; to eliminate the Ist sentence of the 20th paragraph and 
change the word “They” at the beginning of the second sentence to 
read “Class C directors” ; and to repeal the 23d and 24th paragraphs of 
such section. 

Reasons 

The first three paragraphs of section 4 of the Federal Reserve Act 
provided for the organization of the Reserve banks under the super- 
vision of the Reserve Bank Organization Committee. Since that com- 
mittee has long been defunct and since no new Federal Reserve banks 
may be cre: ated, these paragraphs are of no significance and may be 
repealed as obsolete. Their repeal would necessitate a change in the 
language of the introductory part of the fourth paragraph of the 
section, as indicated in the recommendation. 

The 2d and 3d sentences of the 12th paragraph of section 4, relating 
to the Reserve Bank Organization Committee, are now obsolete. The 

same is true of the 23d paragraph of the section. 

The provision for appointment of class C directors in the first sen- 
tence of the 20th paragraph is a duplication of the provision in the first 
sentence of the 12th paragraph; the duplication would be eliminated 
by the recommended amendment. 

The provisions of the Ist sentence of the 24th paragraph of section 4, 
relating to the terms of the original directors of the Federal Reserve 
banks, are of no present significance and should be eliminated. Pro- 
visions of the second sentence relating to the length of terms of di- 
rectors are a duplication of provisions in the 9th paragraph and may 
also be eliminated. The 3d sentence regarding filling of vacancies on 
the board of directors should be transferred to the 9th paragraph. 
With these changes the 24th paragraph could be repealed. 


FreperRAL RESERVE BANK Drrectors Resipents or District 
Existing law 


Section 4 of the Federal Reserve Act (12 U. S. C. 302, 305) pro- 
vides: 
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Paragraph 9: “Such board of directors shall be selected as herein- 
after specified and shall consist of nine members, holding office for 
three years, and divided into three classes, designated as classes A, B, 
and C.” 

Paragraph 10: “Class A shall consist of three members, who shall be 
chosen by and be represent: itive of the stock-holding banks.” 

Paragraph 11: “Class B shall consist of three members, who at the 
time of their election shall be actively engaged in their district in 
commerce, agriculture or some other industrial pursuit. 

Paragraph 12: “Class C shall consist of three members who shall 
be designated by the Board of Governors of the Federal Reserve 
System. * * *” 

* * » < * * * 

Paragraph 20: “Class C directors shall be appointed by the Board of 
Governors of the Federal Reserve System. ‘They shall have been for 
at least two years residents of the district for which they are appointed, 
cne of whom shall be designated by said board as chairman of the 
board of directors the Federal Reserve bank and as ‘Federal Reserve 
agent.’ * * *” 

Recommendation 

Amend section 4 to provide that every Federal Reserve bank director 
shall be a resident of the district of the Federal Reserve bank on 
whose Board he is serving, and that he shall cease to be a director 
when he ceases to be a resident of that district. 

Reasons 

Section 4 has provided, since the original enactment of the Federal 
Reserve Act, that class C directors “shall have been for at least 2 years 
residents of the district for which they are appointed,” but the act 
contains no similar requirement with respect to class A or class B 
directors. 

Moreover, even as to class C directors, the act contains no require- 
ment that they must continue to be residents during their term of 
office. 

Consequently, a person could not be appointed a class C director 
of the Federal Reserve Bank of New York, for example, unless he 
were a resident of the Second Federal Reserve District at the time 
of his appointment; but if he moved to California before the expira- 
tion of his term, he would not be disqualified thereby from continu- 
ing to serve as a director of the Federal Reserve Bank of New York. 

Furthermore, although it is not likely that member banks would 
select a class A or class B director who was not a resident of their 
district, (1) there is nothing in the act to prevent their doing so, and 
(2) there is nothing in the act to prevent a class A or class B director, 
once he has been elected, from moving to a distant part of the country 
without ceasing to be a director. 

It would seem appropriate that all directors be residents of the 
district of the Federal Reserve bank for which they are appointed, 
not only at the time of their appointment, but also throughout their 
term of office, because, as to class A directors the Federal Reserve 
Act provides that they “shall be chosen by and be representative of 
the stockholding banks.” As to class B directors the act provides 








74 STUDY OF BANKING LAWS 


that “at the time of their election [they] shall be actively engaged in 
their district in commerce, agriculture, or some other industrial pur- 
suit.” As to class C directors the act provides not only that they 
“shall have been for at least 2 years residents of the district” but 
also that one of them shall act as chairman of the board of directors 
of the Federal Reserve bank (the other two to be, Secret deputy 
chairman, and his alternate) and shall maintain the local office of 
the Board of Governors, making regular reports to the Board of Gov- 
ernors and acting as its official representative. 

Obviously these various provisions of the act contemplate that the 
directors of all three classes shall be at the time of their elections, 
and should continue to be during their terms of office, residents of 
the district of the Federal Reserve bank on whose Board they are 
serving. 

Duplication between provisions of the 12th and 20th paragraphs 
quoted above, regarding appointment of class C directors would be 
eliminated by recommendation No. 5. 


52. Servick oN Reserve Bank Boarps or FeperAt Apvisory Councrn 


Existing law 

The ninth paragraph of section 4 of the Federal Reserve Act (12 
U.S. C. 302) provides as follows: 

“Such board of directors shall be selected as hereinafter specified 
and shall consist of nine members, holding office for three years, and 
divided into three classes, designated as classes A, B and C.” 

The first paragraph of section 12 of the Federal Reserve Act (12 
U.S.C. 261) provides: 

“Sec. 12. There is hereby created a Federal Advisory Council, 
which shall consist of as many members as there are Federal reserve 
districts. Each Federal reserve bank by its board of directors shall 
annually select from its own Federal reserve district one member 
of said council, who shall receive such compensation and allowances 
as may be fixed by his board of directors subject to the approval of 
the Board of Governors of the Federal Reserve System. The meet- 
ings of said advisory council shall be held at Washington, District 
of Columbia, at least four times each year, and oftener if called by the 
Board of Governors of the Federal Reserve System. The council 
may in addition to the meetings above provided for hold such other 
meetings in Washington, District of Columbia, or elsewhere, as it 
may deem necessary, may select its own officers and adopt its own 
methods of procedure, and a majority of its members shall constitute 
a quorum for the transaction of business. Vacancies in the council 
shall be filled by the respective reserve banks, and members selected 
to fill vacancies, shall serve for the unexpired term.” 


Recommendation 


An amendment is proposed which would prohibit directors of Fed- 
eral Reserve banks from serving more than 2 consecutive terms of 3 
years each, other than the Chairman of the Board of Directors, and 
would prohibit members of the Federal Advisory Council from serving 
more than 6 consecutive terms of 1 year each. 
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Reasons 


A certain degree of rotation in the directorates of the Reserve banks 
and the membership of the Federal Advisory Council is desirable in 
order to obtain the advantages of broader representation and wider 
experience over a period of time. Such rotation would help to bring 
a wider variety of experience into the councils of the Federal Reserve 
System and would also help to bring about a more widespread knowl- 
edge of System policies and problems. It would thus serve the public 
interest in both directions. At the same time, the length of service 
permitted under the proposed amendment would be adequate to assure 
for the System and the public interest the benefits of suitable continuity 
of policy and acquired experience. 

In connection with the appointment of class C directors of the Fed- 
eral Reserve banks, the Board as a matter of policy does not reappoint 
any such director who has served 2 full terms of 3 years each, except 
that the class C director who is designated by the Board as Chairman 
and Federal Reserve agent may serve for a total of not to exceed 
3 full terms. The proposed amendment would limit the terms of 
service of all directors, Soon A and class B, as well as class C directors, 
but would continue to permit an exception as to the Chairman. 


53. FreperaL Reserve AGENTS AND ASSISTANT FEDERAL ResERVE AGENTS 


Existing law 

Paragraphs 20 and 21 of section 4 of the Federal Reserve Act (12 
U.S. C. 305 and 306) read as follows: 

“Class C directors shall be appointed by the Board of Governors of 
the Federal Reserve System. They shall have been for at least two 
years residents of the district for which they are appointed, one of 
whom shall be designated by said board as chairman of the board 
of directors of the Federal Reserve bank and as ‘Federal Reserve 
agent.’ Heshall bea person of tested banking experience, and in addi- 
tion to his duties as chairman of the board of dacters of the Federal 
Reserve bank he shall be required to maintain, under regulations to be 
established by the Board of Governors of the Federal Reserve System, 
a local office of said board on the premises of the Federal Reserve bank. 
He shall make regular reports to the Board of Governors of the Federal 
Reserve System and shall act as its official representative for the per- 
formance of the functions conferred upon it by this Act. He shall 
receive an annual compensation to be fixed by the Board of Governors 
of the Federal Reserve System and paid monthly by the Federal Re- 
serve bank to which he is designated. One of the directors of class C 
shall be appointed by the Board of Governors of the Federal Reserve 
System as tanks chairman to exercise the powers of the chairman of 
the board when necessary. In case of the absence of the chairman and 
deputy chairman, the third class C director shall preside at meetings 
of the board. 

“Subject to the approval of the Board of Governors of the Federal 
Reserve System, the Federal Reserve agent shall appoint one or more 
assistants. Such assistants, who shall be persons of tested banking 
experience, shall assist the Federal Reserve agent in the performance 
of his duties and shall also have power to act in his name and stead 
during his absence or disability. The Board of Governors of the 
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Federal Reserve System shall require such bonds of the assistant 
Federal Reserve agents as it may deem necessary for the protection of 
the United States. Assistants to the Federal Reserve agent shall 
receive an annual compensation, to be fixed and paid in “the same 
manner as that of the Federal Reserve agent.” 
Recommendation 

An amendment providing for the delegation by a Federal Reserve 
agent to an assistant Federal Reserve agent of the agent’s administra- 
tive functions; eliminating the requirement that the Federal Reserve 
agent and assistant F ederal Reserve agent have “tested banking ex- 
perience”; and providing that an assistant Federal Reserve agent 
may serve during a vacancy in the office of Federal Reserve agent as 
well as during his absence or disability. 


Reasons 

Under the provisions of existing law, the Federal Reserve Board 
is required to appoint 3 of the 9 directors of each Federal Reserve 
bank and to designate one of the directors appointed by it as Chairman 
and Federal Reserve agent. The person so designated is required to 
have “tested banking experience” but is forbidden to be a director, 
officer, employee or stockholder of any bank. 

Under the law, the duties prescribed for the Chairman as such are 
to preside at meetings of the board of directors, to conduct. elections 
of class A and class B directors, and to report to the board with his 
recommendations any undue use of bank credit by member banks. 

As Federal Reserve agent, he is required to maintain a local office of 
the Board on the premises of the Federal Reserve bank, to act as the 
official representative of the Board for the performance of the func- 
tions conferred upon it by the Federal Reserve Act and to perform 
any statutory duties of a technical and supervisory nature, such as 
attending to the issuance and retirement of Federal Reserve notes, 
holding and releasing collateral therefor and instituting proceedings 
for the removal! of officers and directors of member banks for violations 
of law or continuation of unsound practices. 

The duties of the Federal Reserve agent are thus largely of a min- 
isterial character. There is no sound reason why these duties should 
necessarily be personally performed by the Federal Reserve agent 
who, as Chairman of the Board of Directors, must devote his attention 
to matters of policy involved in the operations of the Federal Reserve 
bank. Asa matter of practice, the agent delegates many of his mini- 
sterial functions to assistants. It would seem desirable, however, to 
clarify the fact that the Federal Reserve agent has authority to dele- 
gate to an assistant Federal Reserve agent any of his duties which are 
of a ministerial character and also to authorize an assistant agent to 
act in lieu of the agent not only during the absence or disability of 
the agent but also during a vacancy in his office. 

Moreover, under existing law, both the Federal Reserve agent and 
assistant Federal Reserve ‘agents must be persons of “tested banking 
experience.” However, their duties are not such as to require tested 
eee experience, and the requirement adds to the difficulty of find- 

ng qualified men to serve as chairmen of the boards of directors of 
Feder al Reserve banks. Accordingly, it is believed that the provision 
for tested banking experience might be eliminated from the law, leay- 
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ing to the discretion of the Board of Governors of the Federal Reserve 
System the determination of the question whether a person to be ap- 
pointed is properly qualified for the position. 


54. Payment or Reserve Bank Earnineés ‘ro Treascry 
Existing law 

The first paragraph of section 7 of the Federal Reserve Act (12 
U.S. C. 289) reads: 

“Sec. 7. After all necessary expenses of a Federal reserve bank 
shall have been paid or provided for, the stockholders shall be entitled 
to receive an annual dividend of 6 per centum on the paid-in capital 
stock, which dividend shall be cumulative. After the aforesaid divi- 
dend claims have been fully met, the net earnings shall be paid into 
the surplus fund of the Federal reserve bank.” 

The second sentence of the fourth paragraph of section 16 of the 
Federal Reserve Act (12 U.S. C. 414) reads: 

“* * * The Board shall have the right, acting through the Federal 
Reserve agent, to grant in whole or in part, or to reject entirely the 
application of any Federal Reserve bank for Federal Reserve notes; 
but to the extent that such application may be granted the Board of 
Governors of the Federal Reserve System shall, through its local 
Federal Reserve agent, supply Federal Reserve notes to the banks so 
applying, and such bank shall be charged with the amount of the notes 
issued to it and shall pay such rate of interest as may be established 
by the Board of Governors of the Federal Reserve System on only 
that amount of such notes which equals the total amount of its out- 
standing Federal Reserve notes less the amount of gold certificates 
held by the Federal Reserve agent as collateral security. * * *” 
Recommendation 

An amendment to provide specific direction or authority for pay- 
ment to the United States by the Federal Reserve banks of a percent- 
age of their net earnings after expenses and dividends. This might 
be done through one of two methods: (1) An amendment specific ally 
authorizing or directing the Board of Governors of the Federal Re- 
serve Sy stem to require . the Federal Reserve banks to transfer a por- 
tion of their net earnings annually to the United States, without re- 
gard to the volume of F ederal Reserve notes outst: inding, or (2) an 
»mendment requiring the Federal Reserve banks to pay 90 percent 
of their net earnings after expenses and dividends to the United 
States as a franchise tax, after accumulation in the case of each bank 
of a surplus equal to subscribed capital. The Board of Governors 
expreses no opinion at this time as to which of these two methods is 
preferable. 

Reasons 

Prior to 1933 each Federal Reserve bank was required by the pro- 
visions of section 7 of the Federal Reserve Act to pay a franchise tax 
to the United States equal to 90 percent of its net earnings, after it 
had accumulated a surplus equal to its subscribed capital. Up until 
the end of 1932 Federal Reserve banks had paid franchise taxes to 
the United States Treasury amounting to $149 million and at that time 
the Federal Reserve banks had accumulated surplus accounts of $278 





78 STUDY OF BANKING LAWS 


million as compared with subscribed capital aggregating $302 million. 
The Banking Act of 1933 providing for the establishment of the Fed- 
eral Deposit Insurance Corporation required each Federal Reserve 
bank to pay an amount equal to one-half of its surplus on January 1, 
1933, as a subscription to the capital stock of the Corporation. These 
subscriptions amounted to $139 million and reduced the surplus of the 
Federal Reserve banks to an equivalent figure, or considerably less 
than one-half of their subscribed capital. Congress therefore elimi- 
nated the franchise tax in order to permit the Federal Reserve banks 
to build up their surplus accounts from future earnings. 

Net earnings for the next 10 years were relatively small and at the 
end of 1944 the combined surplus accounts of the Federal Reserve 
banks were less than 75 percent of their subscribed capital. During 
the next few years, however, net earnings increased substantially due 
primarily to large holdings of Government securities. This made pos- 
sible transfers to surplus accounts, which increased the combined sur- 
plus of the Federal Reserve banks to approximately $440 million at 
the end of 1946 as compared with subscribed capital of nearly $374 
million. 

In these circumstances, the Board concluded in 1947 that it would 
be appropriate for the Federal Reserve banks to pay to the Treasury 
the bulk of their net earnings after providing for necessary expenses 
and a statutory dividend on stock. For this purpose the Board in- 
voked its authority under section 16 of the Federal Reserve Act, 
which provides that each Federal Reserve bank shall pay such rate of 
interest as may be established by the Board on the amount of its 
outstanding Federal Reserve notes less the amount of gold certificates 
held by the Federal Reserve agent as collateral security. The Board, 
accordingly, decided to establish such rates of interest as would make it 
possible to transmit to the Treasury approximately 90 percent of net 
earnings after dividends of each of the Federal Reserve banks for 
the year 1947, and this has been done annually since that time. By 
thus invoking its authority under section 16, the Board has been able 
to accomplish the same results as were accomplished by the payment 
of a franchise tax, i. e., the payment of excess earnings of the Federal 
Reserve banks to the Government. 

In each annual report since that time, the Board has informed 
Congress as to the amounts paid by the Federal Reserve banks to the 
Treasury as interest on Federal Reserve notes. The aggregate amount 
paid by the Federal Reserve banks to the United States under this 
authority for the years 1947 to 1955, inclusive, is $2,049 million, the 
payment for the year 1955 being over $251 million. 

Tt will be recalled that the report of the Subcommittee on General 
Credit Control and Debt Management of the Joint Committee on the 
Economic Report in 1952 included a statement that while the subcom- 
mittee approves of the action of the Board by which earnings have 
been paid to the Treasury since 1947, it believes that it would be better 
if provision for sucht return were made by legislative action. 

In view of the volume of earnings of the Federal Reserve banks in 
recent years and the present amount of their subscribed capital stock, 
$639,106,000, and the present amount of their combined surplus, $693,- 
612,000, it is believed that a part of the earnings of the Reserve banks 
should annually be paid to the United States. This might be done 
in one of two ways: 
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By action of the Board of Governors.—The provisions of the Fed- 
eral Reserve Act are specific in authorizing the Board of Governors 
to establish a rate of interest to be paid by a Federal Reserve bank on 
its outstanding Federal Reserve notes not covered by gold, and the 
discretion of the Board in this regard is unrestricted by the terms of 
the statute. Accordingly, it is the Board’s opinion that it is clearly 
authorized to require the Federal Reserve banks to take the action 
it did in 1947 and annually since that time. 

However, the authority to take this action has been questioned 
in some quarters and the procedure involved is somewhat complicated 
in the calculation of the amounts of the payments. To clarify this 
matter, the Board could be given a specific authority or direction to 
require the Federal Reserve banks to transfer annually to the United 
States such portion of their net earnings as the Board may deem appro- 
priate in the circumstances, without the necessity for relating the 
requirement to outstanding Federal Reserve notes not covered by gold 
collateral. Such an amendment, if acceptable to Congress, would put 
at rest all questions in the matter and would simplify the mechanics 
of the operation. 

By restoration of the franchise tax.—The other method of accom- 
plishing the desired result would be to restore to the law a provisions 
requiring each Federal Reserve bank, whenever its surplus equals or 
exceeds the amount of its subscribed capital stock, to pay annually 
to the United States as a franchise tax 90 percent of net earnings 
after provision for expenses and dividends and such reserves for con 
tingencies as may be necessary. This would in effect restore the situa- 
tion as it existed prior to 1933. 





55. Use sy Treasury or Funps Recerven From Freperat Reserve 
Banks 


Existing Law 

The first sentence of the second paragraph of section 7 of the Fed. 
eral Reserve Act (12 U.S. C. 290) reads: 

“The net earnings derived by the United States from Federal Re 
serve banks shall, in the discretion of the Secretary, be used to sup 
plement the gold reserve held against outstanding United States notes, 
or shall be applied to the reduction of the outstanding bonded in- 
debtedness of the United States under regulations to be prescribed 
by the Secretary of the Treasury. * * *” 


Recommendation 
That this sentence be repealed. 


Reasons 

From the date of the original enactment of the Federal Reserve Act 
of 1913 until the passage of the Banking Act of 1933, the law pro- 
vided that the Federal Reserve banks should pay a portion of their 
net earnings to the United States as a franchise tax. This provision 
for a franchise tax was included in section 7 of the Federal Reserve 
Act immediately prior to the sentence quoted above with reference to 
the use by the Secretary of the net earnings derived by the United 
States from Federal Reserve banks. In view of the fact that the 
payment of the franchise tax by the Federal Reserve banks to the 
United States has not been a part of the law since 1933, the first sen- 
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tence of the second paragraph of section 7 is believed to be obsolete 
and might well be eliminated from the law. 

It is understood that for many years the total amount of outstand- 
ing United States notes has been approximately $347 million, against 
which there is a reserve held in the Treasury of about $156 million, 
moreover, the use by the Secretary of earnings derived by the United 
States from Federal Reserve banks to reduce the outstanding in- 
debtedness of the United States would not necessarily have any net 
effect upon the amount of the outstanding debt, since under other 
authority the debt could be increased within the limit permitted by 
recent statutes. Thus, any practical effect which this provision in 
section 7 might have had on the use of funds by the Treasury appears 
to have been superseded by the general statute governing the admin- 
istration of the public debt, and this is another reason, in addition to 
the repeal of the franchise tax, why the provision might well be de- 
leted as obsolete. 


56. TaAxaTION oF FreprrAL Reserve BANK Srock 


Existing law 

The third paragraph of section 7 of the Federal Reserve Act (12 
U.S. C.531) provides: 

“Federal reserve banks, including the capital stock and surplus 
therein, and the income derived therefrom shall be exempt from Fed- 
eral, State, and local taxation, except upon real estate.” 

Section 6 of the Public Debt Act of 1942 amended section 4 (a) of 
the Public Debt Act of 1941 to read as follows: 

“Sec. 4. (a) Interest upon obligations, and dividends, earnings, or 
other income from shares, certificates, stock, or other evidences of 
ownership, and gain from the sale or other disposition of such obliga- 
tions and evidences of ownership issued on or after the effective date 
of the Public Debt Act of 1942 by the United States or any agency or 
instrumentality thereof shall not have any exemption, as such, * * *.” 


Recommendation 


An amendment to remove the exemption from taxation of dividends 
on Federal Reserve bank stock issued before the effective date of the 
Public Debt Act of 1942 so as to put such dividends on the same foot- 
ing as dividends on stock issued after that date. 


Re ASONS 


The effect of the Public Debt Act of 1942 was to remove the exemp- 
tion with respect to dividends on Federal Reserve bank stock issued 
after the effective date of that act, March 28, 1942, but to leave the 
exemption in effect with respect to dividends on such stock issued before 
that date. This results in a differentiation between banks admitted to 
membership after that date and those admitted previously. It also 
results in a differentiation between stock issued before, and stock 
issued after that date, to banks admitted before that date, for example, 
where a bank admitted to membership before that date increases its 

capitalization after that date and acquires additional Federal Reserve 
bank stock. 

The differentiation results from considerations having no relation 
to the System on membership therein, but rather to the considerations 








+ eel CODS tarts ah ORE nt ee ee 


serrv ante datienn, 


Ne ra rn ol Ne AN CRA AOL aI NE REI uh Rd Mb 








SN Wah 3 ci ini. 


ae nan ie dato 


resect 


Ao Rete het ta tlic ie aii ed eben na RIMES? 


STUDY OF BANKING LAWS SI 


which led to the enactment of the above provisions of the Public Debt 
Act of 1941 and the Public Debt Act of 1942. 

The Subcommittee on General Credit Control and Debt Manage 
ment of the Joint Committee on the Economic Report (Patman) rec- 
ommended in 1952 that the exemption be removed entirely, saying: 

“The subcommittee does not believe that the analogy between the 
contractual tax-exemption provisions of United States securities and 
the statutory tax exemption of dividends on stock of the Federal 
Reserve banks is well taken, and recommends ‘that the appropriate 
legislative committees consider the subjection of ail dividends on Fed- 
eral Reserve bank stock to Federal income taxation, either by direct 
legislation or by provision for the recall and reissue of all outstanding 
stock of the Federal Reserve banks.” 


57. CaprraL Nores anp Depsentrures Exicgiusre ror Purcmase sy 
RECONSTRUCTION FINANCE CORPORATION 


Existing law 

The first paragr: 0 of section 9 of the Federal Reserve Act 
(12 U.S.C. re relating to applic ations by State banks for me mare er 
ship in the Federal Reserve System, provides in the third sentence 
thereof that: 

“* * * For the purposes of membership of any such bank the 
terms ‘capital’ and ‘capital stock’ shall include the amount of out 
standing capital notes and debentures legally issued by the applying 
bank and purchased by the Reconstruction Finance Corpora 
tion. ‘* ©)” 

Section 345 of the Banking Act of 1935 (12 U.S. C. 51b-1), provides 
that if any part of the capital of a national bank, State member bank, 
or bank applying for membership in the System consists of preferred 
stock, the determination of whether or not its ¢apital is impaired 
shall be based on the par value of its stock even though the amount 
which holders of the preferred stock are entitled to receive in the event 
of liquidation shall be in excess of the par value of such preferred 
stock. The section then further provides: 

“* * * Tf any such bank or trust company shall have outstanding 
any capital notes or debentures of the type which the Reconstruction 
Finance Corporation is authorized to purchase pursuant to the pro- 
visions of section 304 of the Emergency Banking and Bank Conser- 
vation Act, approved March 9, 19: 33, as amended, the capital of such 
bank may be deemed to be unimpaired if the sound value of its assets 
is not less than its total liabilities, including capital stock, but exclud- 
ing such capital notes or debentures and any obligations of the bank 
expressly subordinated thereto. * * *” 

Recommendation 

An amendment to repeal the sentences contained in the first para- 
graph of section 9 of the Federal Reserve Act and in section 345 of 
the Banking Act of 1935, as quoted above, which relate to capital notes 
and debentures of the kind authorized to be purchased by the Recon- 
struction Finance Corporation. 


Reasons 


The Reconstruction Finance Corporation is in ae ation and very 
few, if any, of the capital notes or debentures purchased by the Cor- 
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poration are now outstanding. The reasons for which the purchase 
of such notes and debentures was authorized in the 1930’s and for 
which they were allowed to be considered as part of a bank’s capital 
have ceased to exist, and consequently the provisions of the statutes 
quoted above no longer have any real significance. 


58. Rerorts From Member Banks 
Existing law 


The second sentence of the sixth paragraph of section 9 of the Fed- 
eral Reserve Act (12 U.S. C. 324) provides that State banks admitted 
to Federal Reserve membership— 

“* * * shall be required to make reports of condition and of the pay- 
ment of dividends to the Federal reserve bank of which they become 
a member. Not less than three of such reports shall be made annually 
on call of the Federal reserve bank on dates to be fixed by the Board 
of Governors of the Federal Reserve System. * * * Such reports of 
condition shal] be in such form and shall contain such information as 
the Board of Governors of the Federal Reserve System may require 
and shall be published by the reporting banks in such manner and in 
accordance with such regulations as the said Board may prescribe.” 


Reconvmendation 


An amendment broadening and clarifying the above-quoted author- 
ity of the Board of Governors so as to permit the reduction and sim- 
plification of the reporting requirements with respect to many banks 
and at the same time facilitate the collection of better statistical data. 

Such an amendment would empower the Board to prescribe different 
forms for reports of condition and earnings and dividends for various 
groups of State member banks, such as reserve city banks and country 
banks, or large banks and small banks; to require such reports on a 
sample basis, instead of requiring that every State member bank report 
on every call; and to require or waive publication of such reports. 
Reasons 

The above-quoted provisions of law (like the corresponding pro- 
visions of the National Bank Act) have been interpreted as requir- 
ing the submission of reports by every State member bank on-uniform 
report forms. There are wide differences in the nature and scope of 
operations of banks; some are small, serving primarily local needs, 
while others are large, conducting widely diversified banking opera- 
tions. Some are single-office institutions and others operate branches 
in varying numbers. Consequently, a single, uniform report form 
that adequately reveals the condition and operations of a large bank 
may be too burdensome for hundreds of small banks. 

If the Board had the broader power above suggested, it could call 

for relatively simple reports from the great majority of State member 
banks and obtain the more detailed reports only from the larger banks 
engaged in a variety of banking operations. It also could take ad- 
vantage of the techniques that have been developed in recent years 
whereby the collection of reports from a relatively small number of 
banks on a sample basis might adequately reflect the banking situation 
as a whole. 

Under the above-quoted provisions of existing law, every report of 
condition submitted by a State member bank must be published, re- 
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gardless of whether the Board of Governors deems publication neces- 
sary or desirable and regardless of the fact that nearly all State au- 
thorities may require publication of reports by State banks, member 
and nonmember alike. There is no corresponding mandatory publi- 
cation requirement applicable to similar condition reports required by 
the Federal Deposit Insurance Corporation from insured nonmember 
banks. There is, in fact, no requirement that the Corporation call for 
not less than three reports annually, and in practice it calls for reports 
semiannually. Removal of the mandatory requirements for publica- 
tion would do away with overlapping in some instances between State 
and Federal requirements and would reduce the burden and cost to 
State member banks. 

Existing law does not provide for publication of the reports of 
earnings, expenses, dividends, ete., which are made semiannually. 
Some banks, nevertheless, do publish such data, usually in annual re- 
ports to stockholders released to the press. The published data differ 
a good deal from bank to bank, and do not conform to the official re- 
ports of earnings and dividends required by the Board. If the Board 
were empowered to require publication of reports of earnings and 
dividends, either by all State member banks or by groups of them, it 
undoubtedly would work toward more nearly uniform presentation of 
such data to the public by the banks themselves. Such a move would 
also be in harmony with the requirements of the Securities and Ex- 
change Commission with respect to presentation of earnings, ex- 
penses, dividends, ete., by corporations whose securities are listed on 
the stock exchanges. 

If the above proposals are given favorable consideration, presum- 
ably they will suggest consideration of corresponding provisions of 
law pertaining to national banks and insured nonmember banks, re- 
spectively. 


59. Rererences ro Secrion 12B or tue Freperat Reserve Act 


Eeisting law 

The 12th paragraph of section 9 of the Federal Reserve Act (12 
U.S. C. 329a) provides: 

“In order to facilitate the admission to membership in the Federal 
Reserve System of any State bank which is required under subsection 
(y) of section 12B of this Act to become a member of the Federal Re- 
serve System in order to be an insured bank or continue to have any 
part of its deposits insured under such section 12B, the Board of Gov- 
ernors of the Federal Reserve System may waive in whole or in part 
the requirements of this section relating to the admission of such 
bank to membership : Provided, That, if such bank is admitted with a 
capital less than that required for the organization of a national bank 
in the same place and its capital and surplus are not, in the judgment 
of the Board of Governors of the Federal Reserve System, adequate 
in relation to its liabilities to depositors and other creditors, the said 
Board may, in its discretion, require such bank to increase its capital 
and surplus to such amount as the Board may deem necessary within 
such period prescribed by the Board as in its judgment shall be reason- 
able in view of all the circumstances: Provided, however, That no such 
bank shall be required to increase its capital to an amount in excess of 
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that required for the organization of a national bank in the same 
place.” 

The 12th paragraph of section 19 of the Federal Reserve Act (12 
U.S. C. 371a), refers in the 3d proviso to a savings bank “as defined 
in section 12B of this act.” 

The sixth > iragraph of section 25 (b) of the Federal Reserve Act 
(12 U. S. C. 632) provides that the term “insured bank” shall have 
the meaning sos n it in “section 12B of this act.” 


Recommendation 

An amendment to repeal the twelfth paragraph of section 9 author- 
izing the Board to waive membership requirements in order to facili- 
tate membership of State banks formerly required by subsection (y) 
of section 12B of the Federal Reserve Act to become members of the 
System in order to have their deposits insured ; together with amend- 
ments correcting references to section 12B of the Federal Reserve 
Act now contained in the 12th paragraph of section 19 and the 6th 
paragraph of section 25 (b) of the Federal Reserve Act. 

Reasons 

The 12th paragraph of section 9 provides that the Board of Gov- 
ernors may waive requirements for membership in the System with 
respect to any State bank required by subsection (y) of section 12B of 
the Federal Reserve Act to become a member of the System in order 
to have its deposits insured. Subsection (y) of section 12B was re- 
pealed in 1939, and all of section 12B itself was withdrawn from the 
act and enacted as a separate Federal Deposit Insurance Act in 1950. 
Consequently, this paragraph is now of no significance and should be 
repealed. 

The references to section 12B in the 12th paragraph of section 19 
and the 6th paragraph of section 25 (b) of the Federal Reserve Act 
are now inaccurate for the reasons indicated above, and these refer- 
ences therefore should be to the Federal Deposit Insurance Act. 


60. Srock Ac@uIsIrions IN ConnEcTION WirH ABSORPTIONS 


Existing law 

Paragraph 20 of section 9 of the Federal Reserve Act (12 U.S. C. 
335) provides: 

“State member banks shall be subject to the same limitations and 
conditions with respect to the purchasing, selling, underwriting, and 
holding of investment securities and stoc k as are applicable in the case 
case of national banks under paragraph ‘Seventh’ of section 5136 of 
the Revised Statutes, as amended.” 

The fifth sentence of paragraph “Seventh” of section 5136 of the 
Re vised Statutes (12 U.S. C. 24) provides: 

* * Except as hereinafter provided or otherwise permitted by 
law, nothing herein contained shall authorize the purchase by the 
association for its. own account of any shares of stock of any 
corporation. * * 

Recommendation 
An amendment to paragraph 20 of section 9 of the Federal Reserve 


Act to provide that, with the approval of the Board of Governors of 
the Federal Reserve System, a member State bank may purchase and 
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hold temporarily stock of another bank as one step in the process of 
absorbing such other bank through merger, consolidation, acquisition 
of assets, and assumption of liabilities, or otherwise. 

Re GSONS 

Section 5136 of the Revised Statutes contains a general prohibition 
against purchase by national banks, for their own accounts, of “any 
shares of stock of any corporation,” and this prohibition is made 
applicable to member State banks by paragraph 20 of section 9 of the 
Federal Reserve Act. 

In the course of the absorption of another bank, a member State bank 
occasionally finds that it would be convenient or otherwise beneficial 
to purchase the stock of such other bank and hold it for a short period, 
as one step in the takeover process. The statutory prohibition against 
member banks purchasing corporate stocks might be interpreted as 
not applying to such a temporary acquisition as one step in the process 
of absorption. However, the statutory prohibition is absolute in its 
language, and consequently the Board of Governors has felt obligated 
to look with disfavor upon any direct acquisition of stock by a member 
bank, even in the circumstances described above. As a result, member 
State banks have sometimes been deprived of this convenient means 
of effecting an otherwise unobjectionable absorption. 

The proposed amendment would permit member State banks to 
utilize this convenient procedure, and the requirement of approval 
by the Board of Governors would prevent abuse of the privilege. 

As indicated above, under existing law member State banks and 
national banks are in the same position in this respect. Consequently, 
the committee, if it favors this proposal, might wish to consider some 
similar amendment with respect to national banks. 


61. OspsoLeTe Provistons REGARDING FeperAL Reserve Boarp MEMBERS 


Ewisting law 

The first and second paragraphs of section 10 of the Federal Reserve 
Act (12 U.S. C. 241) read as follows: 

“Sec. 10. The Board of Governors of the Federal Reserve System 
(hereinafter referred to as the ‘Board’) shall be composed of seven 
members, to be appointed by the President, by and with the advice and 
consent of the Senate, after the date of enactment of the Banking Act 
of 1935, for terms of fourteen years except as hereinafter provided, 
but each appointive member of the Federal Reserve Board in office on 
such date shall continue to serve as a member of the Board until Febru- 
ary 1, 1936, and the Secretary of the Treasury and the Comptroller 
of the Currency shall continue to serve as members of the Board until 
February 1, 1936. In selecting the members of the Board, not more 
than one of whom shall be selected from any one Federal Reserve 
district, the President shall have due regard to a fair representation 
of the financial, agricultural, industrial, and commercial interests, and 
geographical divisions of the country. The members of the Board 
shall devote their entire time to the business of the Board and shall 
each receive an annual salary of $15,000, payable monthly, together 
with actual necessary traveling expenses. 

“The members of the Board shall be ineligible during the time they 
are in office and for two years thereafter to hold any office, position, 
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or employment in any member bank, except that this restriction shall 
not apply to a member who has served the full term for which he was 
appointed. Upon the expiration of the term of any appointive mem- 
ber of the Federal Reserve Board in office on the date of enactment of 
the Banking Act of 1935, the President shall fix the term of the suc- 
cessor to such member at not to exceed fourteen years, as designated 
by the President at the time of nomination, but in such manner as to 
provide for the expiration of the term of not more than one member in 
any two-year period, and thereafter each member shall hold office for 
a term of fourteen years from the expiration of the term of his prede- 
cessor, unless sooner removed for cause by the President. Of the per- 
sons thus appointed, one shall be designated by the President as 
chairman and one as vice chairman of the Soard, to serve as 
such for a term of four years. The chairman of the Board, subject 
to its supervision, shall be its active executive officer. Each mem- 
ber of the Board shall within fifteen days after notice of appointment 
make and subscribe to the oath of office. Upon the expiration of their 
terms of office, members of the Board shall continue to serve until 
their successors are appointed and have qualified. Any person ap- 
pointed as a member of the Board after the date of enactment of the 
Banking Act of 1935 shall not be eligible for reappointment as such 
member after he shall have served a full term of fourteen years.” 


Recommendation 

An amendment which would eliminate from the statute the provi- 
sions of these two paragraphs relating to the Banking Act of 1935 
and the membership of the Secretary of the Treasury and the Comp- 
troller of the Currency on the Board of Governors of the Federal 
Reserve System; and which would make the statement of the salary 
of the members of the Board conform to existing law or whatever 
substitute may be deemed appropriate by the committee or by Congress. 
Reasons 

The provisions in the two paragraphs of section 10 of the Federal 
Reserve Act which are quoted above relating to the Banking Act of 
1935 and to the Secretary of the Treasury and the Comptroller of the 
Currency were placed in the statute by the provisions of the Banking 
Act of 1935, which provided certain changes in the composition of the 
Federal Reserve Board. These provisions were necessary at the time 
in order to provide for the membership of the Board as newly con- 
stituted at that time, but their purpose has long since been served. 
The provisions are, therefore, obsolete and should be eliminated from 
the statute. 

The last sentence of section 10 of the Federal Reserve Act as quoted 
above provides that the members of the Board of Governors of the 
Federal Reserve System shall each receive an annual salary of $15,000. 
However, under the provisions of the Federal Executive Pay Act of 
1956, approved July 31, 1956, it is provided that the annual rate of 
basic compensation of the Chairman of the Board of Governors of the 
Federal Reserve System shall be $20,500 and of each of the other 
members of the Board of Governors shall be $20,000. In order that 
the provisions of the Federal Reserve Act may correctly reflect the 
actual situation in this regard, the reference to $15,000 in the last 
sentence of the first paragr: aph of section 10 should be changed to 
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conform to existing law or whatever substitute may be considered 
appropriate by the committee or by Congress. 


62. RererENcE TO NuMBER oF Boarp MremMBers 


Existing law 

The last sentence of the fourth paragraph of section 10 of the Fed- 
eral Reserve Act (12 U.S. C. 244) reads: 

“* * * Whenever a vacancy shall occur, other than by expiration of 
term, among the six members sf the Board of Governors of the Federal 
Reserve System appointed by the President as above provided, a suc- 
cessor shall be appointed by the President, by and with the advice 
and consent of the Senate, to fill such vacancy, and when appointed he 
shall hold office for the unexpired term of his predecessor. 


Recommendation 
Am e fourth paragraph of sectio of the Federal Reserve 
Amend the fourth paragraph of section 10 of the Federal Reser 
Act to chi a reference to the “six members” of the Board to refer 
Act to change a reference to the “six membe f the Board t f 
to the “members” of the Board. 
Reasons 
Since the Board has 7 members, the present reference in the law to 6 


members of the Board is obviously inaccurate and should be changed 
to refer merely to the “members” of the Board. 


63. RESERVATION OF POWERS OF SECRETARY OF TREASURY 


Existing law 

The sixth paragraph of section 10 of the Federal Reserve Act (12 
U.S.C. 246) reads as follows: 

“Nothing in this Act contained shall be construed as taking away 
any powers heretofore vested by law in the Secretary of the Treasury 
which relate to the supervision, management, and control of the Treas- 
ury Department and bureaus under “such department, and wherever 
any power vested by this Act in the Board of Governors of the Federal 
Reserve System or the Federal reserve agent appears to conflict with 
the powers of the Secretary of the Treasury, such powers shall be 
exercised subject to the supervision and. control of the Secretary. 


Recommendation 


An amendment to repeal the last few lines of the above-quoted pro- 
vision of law, specifically the language “and wherever any power 
vested by this act in the Board of Governors of the Federal Reserve 
System or the Federal reserve agent appears to conflict with the powers 
of the Secretary of the Treasury, such pares shall be exercised 
subject to the supervision and control of the Secretary. 


Reasons 

This provision was included in the original Federal Reserve Act 
in 1913, which provided for a Federal Reserve Board on which the 
Secretary of the Treasury and Comptroller of the Currency were 
members ex-officio. The provision appears to reflect some uncer- 
tainty on the part of Congress in 1913 as to the possibility of over- 
lapping authority between the Tre: asury and the Federal Reserve 
System. However, the meaning and intent of the language suggested 
83668—56——-7 





88 STUDY OF BANKING LAWS 


for repeal are not at all clear. The language apparently refers only 
to powers of the Secretary relating to the supervision, management, 
and control of the Treasury Department and its bureaus, although it 
is possible to interpret it as applying to other powers vested by the 
original Federal Reserve Act in the Federal Reserve Board and the 
Federal Reserve agent. It is not believed that Congress intended that 
this provision should be more broadly interpreted and, in any event, 
the removal of the Secretary of the Treasury and the Comptroller of 
the Currency from membership on the Federal Reserve Board by the 
Banking Act of 1935 clearly indicated an intent that the Board should 
perform its functions according to its own best judgment. More- 
over, so far as is known, this provision has never had any significant 
effect on any of the operations or authority exercised by the Federal 
Reserve System or of the Secretary of the Treasury. It is believed 
that it is in the category of obsolete or unnecessary provisions and 
should be repealed. 


64. Feperat Reserve Brancu BuILpINGs 


Existing law 

The ninth paragraph of section 10 of the Federal Reserve Act 
(12 U.S. C. 522) provides: 

“No Federal reserve bank shall have authority hereafter to enter 
into any contract or contracts for the erection of any branch bank 
building of any kind or character, or to authorize the erection of any 
such building, if the cost of the building proper, exclusive of the cost 
of the vaults, permanent equipment, furnishings, and fixtures, is in 
excess of $250,000: Provided, That nothing herein shall apply to any 
building under construction prior to June 3, 1922: Provided further, 
That the cost as above specified shall not be so limited as long as the 
aggregate of such costs which are incurred by all Federal Reserve 
banks for branch bank buildings with the approval of the Board of 
Governors after the date of enactment of this proviso does not exceed 
$30,000,000.” 


Recommendation 

An amendment which would remove entirely from the law quoted 
above the provisions thereof placing dollar limitations on expenditures 
for Federal Reserve bank branch ‘buildings, but which would retain 
a provision requiring Board approval of expenditures for such 
buildings. 


Reasons 

The Federal Reserve banks use their own funds in the construction 
or improvement of their physical facilities, including their branch 
buildings and equipment. No appropriation of Government funds 
is involved. Federal Reserve bank buildings and branch buildings 
are capitalized—that is, carried as assets of the bank. Since a limi- 
tation on the expenditures for Federal Reserve bank branch buildings 
were first placed in the law in 1922, it has been necessary in 1947 and 
again in 1953 to amend the statutory limitation in order to provide 
for further branch construction and improvement that was found to 
be essential to increased activity of the branches. While most of 
the need for the next few years for physical expansion at the branches 
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has been taken care of, it is probable that improvement and modern 

zation will be necessary from time to time in the future, with the result 
that the dollar limitations in the law again would require change. 
However, even without the statutory dollar limitations recommended 
for repeal, the recommendation would require approval of the Board 
for any such expansion. This would mean that, as in the past, the 
Board would continue to consider and would have to approve the 
proposed construction or improvement in the light of the needs of 
the branch, the type of proposed construction, the reasonableness of 
the costs, and whether the construction was generally in keeping with 
the prevailing economic situation. 


65. Apvances To Groups or Member Banks 


Existing law 

Section 10 (a) of the Federal Reserve Act (12 U.S. C. 347a), pro- 
vides as follows: 

“Src. 10 (a). Upon receiving the consent of not less than five mem- 
bers of the Board of Governors of the Federal Reserve System, any 
Federal reserve bank may make advances, in such amount as the board 
of directors of such Federal reserve bank may determine, to groups 
of five or more member banks within its district, a majority of them 
independently owned and controlled, upon their time or demand prom- 
issory notes, provided the bank or banks which receive the proceeds 
of such advances as herein provided have no adequate amounts of 
eligible and acceptable assets available to enable such bank or banks 
to obtain sufficient credit accommodations from the Federal reserve 
bank through rediscounts or advances other than as provided in sec- 
tion 10 (b). The liability of the individual banks in each group 
must be limited to such proportion of the total amount advanced to 
such group as the deposit liability of the respective banks bears to the 
aggregate deposit liability of all banks in such group, but such ad- 
vances may be made to a lesser number of such member banks if the 
aggregate amount of their deposit liability constitutes at least 10 
per centum of the entire deposit liability of the member banks within 
such district. Such banks shall be authorized to distribute the pro- 
ceeds of such loans to such of their number and in such amount as they 
may agree upon, but before so doing they shall require such recipient 
banks to deposit with a suitable trustee, representing the entire group, 
their individual notes made in favor of the group protected by such 
collateral security as may be agreed upon. Any Federal reserve bank 
making such advance shall charge interest or discount thereon at a 
rate not less than 1 per centum above its discount rate in effect at 
the time of making such advance. No such note upon which advances 
are made by a Federal reserve bank under this section shall be eligible 
under section 16 of this Act as collateral security for Federal reserve 
notes. 

“No obligations of any foreign government, individual, partnership, 
association, or corporation organized under the laws thereof shall be 
eligible as collateral security for advances under this section. 

“Member banks are authorized to obligate themselves in accordance 
with the provisions of this section.” 
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Recommendation 


An amendment to repeal section 10 (a) of the Federal Reserve Act 
authorizing advances by Federal Reserve banks, under certain limited 
circumstances, to groups of five or more member banks. 

Reasons 

The authority conferred by section 10 (a) of the act was added by 
the Glass-Steagall Act of 1932, as an emergency means of providing 
credit to groups of member banks where one or more banks in the 
group were in a weakened condition and did not have sufficient “eligible 
paper” to obtain credit from the Reserve banks under other provisions 
of the act. The authority was made subject to very rigid restrictions, 
and advances under the section must bear interest at a rate at least 1 
percent above the regular discount rate. As far as is known, no ad- 
vances were ever made by the Reserve banks under this authority, One 
reason presumably was that the same time Congress enacted section 
10 (b) of the Federal Reserve Act authorizing advances to any indi- 
vidual member bank on any “satisfactory security.” In the circum- 
stances it seems reasonably clear that the authority contained in sec- 
tion 10 (a) serves no useful purpose and should be repealed. 


66. SrmpLe Magoritry ror Aut Boarp AcTIons 


Ewisting law 

The first paragraph of section 10 (a) of the Federal Reserve Act (12 
U.S. C. 347a) provides in part: 

“Sec. 10 (a). Upon receiving the consent of not less than five mem- 
bers of the Board of Governors of the Federal Reserve System, any 
Federal reserve bank may make advances, in such amount as the board 
of directors of such Federal reserve bank may determine, to groups of 
five or more member banks within its district, a majority of them inde- 
pendently owned and controlled, upon their time or demand promis- 
sory notes, provided the bank or banks which receive the proceeds of 
such advances as herein provided have no adequate amounts of eligible 
and acceptable assets available to enable such bank or banks to obtain 
sufficient credit accommodations from the Federal reserve bank 
through rediscounts or advances other than as provided in section 10 

b) * * *. 
\ Meh (b) of section 11 of the Federal Reserve Act (12 U.S.C. 
248 (b)) authorizes the Board of Governors: 

“(b) To permit, or, on the affirmative vote of at least five members 
of the Board of Governors of the Federal Reserve System to require 
Federal reserve banks to rediscount the discounted paper of other Fed- 
eral reserve banks at rates of interest to be fixed by the Board of Gov- 
ernors of the Federal Reserve System.” 

Paragraph (m) of section 11 of the Federal Reserve Act (12 U.S.C. 
248 (m)) provides in part: 

“(m) Upon the affirmative vote of not less than six of its members 
the Board of Governors of the Federal Reserve System shall have 
power to fix from time to time for each Federal reserve district the per- 
centage of individual bank capital and surplus which may be repre- 
sented by loans secured by stock or bond collateral made by member 
banks within such district, but no such loan shall be made by any such 
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bank to any person in an amount in excess of 10 per centum of the un 
impaired capital and surplus of such bank: Provided, That with re- 
spect to loans represented by obligations in the form of notes secured 
by not Jess than a like amount of bonds or notes of the United States 
issued since April 24, 1917, certificates of indebtedness of the United 
States, Treasury bills of the United States, or obligations fully guar- 
anteed both as to principal and interest by the United States, such 
limitation of 10 per centum on loans to any person shall not apply, 
but State member banks shall be subject to the same limitations and 
conditions as are applicable to the case of national banks under para 
graph (8) of section 5200 of the Revised Statutes, as amended 
(U.S. C., Supp. VII, title 12, sec. 84) * * *” 

The third paragraph of section 13 of the Federal Reserve Act (12 
U.S. C. 343) provides: 

“In unusual and exigent circumstances, the Board of Governors of 
the Federal Reserve System, by the affirmative vote of not less than 
five members, may authorize any Federal reserve bank, during such 
periods as the said board may determine, at rates established in ac- 
cordance with the provisions of section 14, subdivision (d), of this 
Act, to discount for any individual, partnership, or corporation, notes, 
drafts, and bills of exchange of the kinds and maturities made eligible 
for discount for member banks under other provisions of this Act 
when such notes, drafts, and bills of exchange are indorsed or other- 
wise secured to the satisfaction of the Federal Reserve bank : Provided, 
That before discounting any such note, draft, or bill of exchange for 
an individual or a partnership or corporation the Federal reserve 
bank shall obtain evidence that such individual, partnership, or cor- 
poration is unable to secure adequate credit accommodations from 
other banking institutions. All such discounts for individuals, part- 
nerships, or corporations shall be subject to such limitations, restric- 
tions, and regulations as the Board of Governors of the Federal Re- 
serve System may prescribe.” 

Paragraphs (b) and (c) of section 19 of the Federal Reserve Act 
(12 U.S. C. 462) provide: 

“(b) If in a reserve city, as now or hereafter defined, it shall hold 
and maintain with the Federal reserve bank of its district an actual 
net balance equal to not less than ten per centum of the aggregate 
amount of its demand deposits and three per centum of its time de- 
posits: Provided, however, That if located in the outlying (listricts of 
a reserve city or in territory added to such a city by the extension of 
its corporate charter, it may, upon the affirmative vote of five members 
of the Board of Governors of the Federal Reserve System, hold and 
maintain the reserve balances specified in paragraph (a) hereof. 

“(c) If ina central reserve city, as now or hereafter defined, it shall 
hold and maintain with the Federal reserve bank of its district an 
actual net balance equal to not less than thirteen per centum of the 
aggregate amount of its demand deposits and three per centum of its 
time deposits: Provided, however, That if located in the outlying dis- 
tricts of a central reserve eity or in territory added to such city by 
the extension of its corporate charter, it may, upon the affirmative vote 
of five members of the Board of Governors of the Federal Reserve 
System, hold and maintain the reserve balances specified in para- 
graphs (a) and (b) thereof.” 
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The sixth paragraph of section 19 of the Federal Reserve Act (12 
U.S. C. 462b) provides: 

“Notwithstanding the other provisions of this section, the Board of 
Governors of the Federal Reserve System, upon the affirmative vote of 
not less than four of its members, in order to prevent injurious credit 
expansion or contraction, may by regulation change the requirements 
as to reserves to be maintained against demand or time deposits or 
both (1) by member banks in central reserve cities or (2) by member 
banks in reserve cities or (3) by member banks not in reserve or central 
reserve cities or (4) by all member banks; but the amount of the 
reserves required ‘te be maintained by any such member bank as a 
result of any such change shall not be less than the amount of the 
reserves required by law to be maintained by such bank on the date 
of enactment of the Banking Act of 1935 nor more than twice such 
amount.” 


Recommendation 

An amendment to each of the provisions of law quoted above, elimi- 
nating the requirement that the Board action authorized by each such 
provision be taken only upon the concurrence of a specified number 
of the members of the Board. It might be regarded as appropriate to 
accompany these changes with a suitable amendment to the fourth 
paragraph of section 10 of the Federal Reserve Act (12 U.S. C. 244) 
which would provide that any action which the Board is authorized 
to take may be taken by the affirm: itive vote of a majority of the mem- 
bers present at any meeting, assuming there is a quorum present. 


Reasons 
The several provisions of law quoted above require that the par- 
ticular Board action authorized by each such provision be taken only 
upon the concurrence of a specific number of the members of the Board. 
In each case concurrence by more than a majority of a quorum is re- 
quired. However, the Board actions authorized by such provisions 
would seem to be no more important than. other actions which the 
Board is authorized to take and with respect to which there is no 
specific statutory requirement for a concurrence of a specified number 
of the members of the Board. ‘Inthese latter situations, the general] 
rule of law requiring concurrence by a majority of a quorum is 5 appli- 
cable. No reason is known why this rule should not be applicable to 
all actions of the Board. 


Fisca, AGENcy OreraAtrions OF Reserve BANKs 


Existing law 

Sections 11 (a), 11 (j), and 15 of the Federal Reserve Act (12 
U.S. C. 248 (a), 248 (j), and 391) provide in part as follows: 

“Sec. 11. The Board of Governors of the Federal Reserve System 
shall be authorized and empowered : 

“(a) To examine at its discretion the accounts, books and affairs of 
‘ach Federal reserve bank * * * and to require such statements and 
reports as it may deem necessary * * * 

* Es * * * * * 

“(j) To exercise general supervision over said Federal reserve 
banks.” 


* 
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“Sec, 15. * * * Federal reserve banks, * * * when required by 
the Secretary of the Treasury, shall act as fiscal agents of the United 
States; * * *” 

In addition the laws creating a number of different Government 
agencies authorize or direct the Reserve banks to act as fiscal agent 
for such agencies. 

Recommendation 

An amendment to the Federal Reserve Act providing that, not- 
withstanding any other provision of law, the operations of a Federal 
Reserve bank pursuant to authority of law as fiscal agent, depositary, 
or custodian of the United States or any instrumentality thereof or 
of any other organization shall be subject to the supervision and regu 
lation of the Board of Governors of the Federal Reserve System. 
Reasons 

The report. of the House Banking and Currency Committee on the 
original Federal Reserve Act stated that the Federal Reserve Board 
was “intrusted with the power to overlook and direct the general 
functions” of the Federal Reserve banks and that an important pur- 
pose of the Board was that of “regulating relationships between Fed- 
eral reserve banks and between them and the Government itself * * *” 
| kmphasis supplied. ] 

Fiscal agency activities of the Reserve banks have increased sub- 
stantially in recent years and consume a large amount of the time of 
the managements of the Reserve banks and can have important effects 
not only on the Reserve banks themselves, but also on System mone- 
tary and credit policies. Questions have arisen as to whether the 
present law is sufficiently sperine with respect to the Board’s authority 
regarding this function which the Reserve banks perform as agents 
for the various Government agencies. Since the Board’s responsi- 
bility for general supervision of the Federal Reserve banks cannot be 
effectively discharged without adequate authority to supervise and 
regulate this important part of Reserve bank operations, it is im- 
portant that the point be covered specifically in the law to avoid any 
uncertainty in the matter. 

The importance of Reserve bank relations with foreign banks led 
the Congress in 1933 to deal specifically with that problem by adding 
to the Federeal Reserve Act section 14 (g), which directs the Board 
to exercise special supervision over those relationships. Similarly, 
the magnitude and importance of Reserve bank fiscal agency opera- 
tions, including their extensive monetary and credit consequences, 
make it desirable to write into the law a specific provision on this sub- 
ject. 


68. INcorRECT REFERENCE TO SECTION 20 OF THE FEDERAL RESERVE AcT 


Existing law 

Subsection (e) of section 11 of the Federal Reserve Act (12 U.S. C. 
248 (e)) authorizes the Board of Governors of the Federal Reserve 
System— 

“(e) To add to the number of cities classified as reserve and central 
reserve cities under existing law in which national banking associa- 
tions are subject to the reserve requirements set forth in section twenty 
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of this Act; or to reclassify existing reserve and central reserve cities 
or to terminate their designation as such.” 


Recommendation 

Amend section 11 (e) of the Federal Reserve Act to make the in- 
accurate reference to section 20 of the act refer to section 19, and to 
change “national banking associations” to “member banks.” 


Reasons 


The reference in this provision of present law to the reserve require- 
ments set forth in section 20 of the Federal Reserve Act obviously 
should refer to section 19 of that act. The proposed amendment would | 
correct this reference. In addition, the amendment would change the 
words “national banking associations” to “member banks,” in view 
of the fact that section 19 actually prescribes reserves with respect to . 
all member banks rather than merely national banks. 


69. Revocation or Trust Powers or NatTionaL BANKS 
Existing law 
The last sentence of the ay paragraph of section 11 (k) of the 
Federal Reserve Act (12 U.S. C. 248 (k)) provides: 


“The Board of Governors - the Federal Reserve System is author- 


ized and empowered to promulgate such regulations as it may deem 
necessary to enforce compliance with the provisions of this subsection 
and the proper exercise of the powers granted therein.” 


Recommendation 


An amendment to authorize the Board of Governors, on complaint 
by the Comptroller of the Currency, to revoke trust powers of national 
banks if it is determined, after hearing, that such powers are being 
unlawfully or improperly exercised. 


Reasons 

Although the Board is authorized to promulgate regulations to en- 
force the proper exercise of trust powers, there is no practical means 
to enforce compliance with these regulations. The supervisory author- 
ities may request correction but they cannot demand correction. The 
only action that may be taken is forfeiture of the bank’s charter or 
removal of officers for unsafe or unsound banking practices. As 
the Board issues a “special permit” to the national bank, which is in 
the nature of a license, the Board should have authority to revoke 
such permit if the powers are not being properly exercised. This 
extreme action would, of course, seldom be necessary as the possibility 
of such action would be sufficient in most instances to obtain the 
correction. 
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Existing law 
The eighth paragraph of section 13 of the Federal Reserve Act (1 
U.S, C. 347) provides that any Federal Reserve bank may make sa. 
vances for periods not exceeding 15 days to its member banks on 
their promissory notes secured by various types of collateral in- 

cluding: 
“* * ® the deposit or pledge of Federal Farm Mortgage Corporation 
bonds issued under the Federal Farm Mortgage Act, or by the deposit 
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or pledge of bonds issued under the provisions of subsection (c) of 
section 4 of the Home Owners’ Loan Act of 1933, as some “h 

Section 14 (b) of the Federal Reserve Act (12 U.S. C. 355) au 
therizes each Federal Reserve bank to buy a sell ce te un types of 
obligations including— 
“* * * bonds of the Federal Farm Mortgage Corporation having 
maturities from date of purchase of not exc ceeding six months, bonds 
issued under the provisions of subsection (c) of section 4 of the Home 
Owners’ Loan Act of 1933, as amended * * *” 

The second paragraph of section 23A of the Federal Reserve Act 
(12 U. S. C. 371c) provides that the provisions of that paragraph 
regarding security for loans to affiliates of member banks shall not 
apply to loans on extensions of credit secured by certain types of 
oblig: xtions including : 
“* * * obligations of * * * the Home Owners’ Loan Corpora- 
na 

The third paragraph of section 23A of the Federal Reserve Act 
(12 U.S. C. 371¢) exempts from the provisions of that section any 
affiliate engaged solely in holding certain types of obligations in- 
cluding— 
“* * * obligations of * * * the Home Owners’ Loan Corpora- 
ae 
Recommendation 

An amendment to eliminate reference to bonds and obligations of 
the Federal Farm Mortgage Corporation and the Home Owners’ Loan 


Corporation and bonds issued under the Home Owners’ Loan Act, as 
now contained in the provisions of law referred to above. 


Reasons 

The Home Owners’ Loan Corporation was dissolved by orde 1 of the 
Secretary of the Home Loan Bank Board, effective F ebruar y 3, 1954, 
pursuant to act of June 30, 1953; and no bonds of the Corporation 
are outstanding. The Federal Farm Mortgage Corporation has been 
in process of liquidation since 1947, most of its assets have been trans 
ferred to the Federal land banks, and only a relatively insignificant 
amount of obligations of that Corporation are now outst: anding. Con- 
sequently, references in the Federal Reserve Act quoted above to ob- 
ligations of these two Corporations no longer have any significance 
and should be repealed as obsolete. 


eH aS 


ae 


71. RerereNces tro NationaL AGRICULTURAL CREDIT CORPORATIONS 


—_— * 


Existing law 

The third paragraph of section 13a of the Federal Reserve Act (12 
U. S. C. 350) authorizes any Federal Reserve bank to buy and sell 
debentures and other such obligations issued by “a national agricul- 
tural credit corporation.” 

Section 14 (f) of the Federal Reserve Act (12 U.S. C. 359) author- 
izes any Federal Reserve bank to purchase and sell in the open market 
acceptances “of national agricultural credit corporations.” 

The so paragraph of section 15 of the Federal Reserve Act (12 
U.S. C. 393) authorizes the Federal Reserve banks to act as deposi- 
tories al fisc al agents for “any national agricultural credit corpora- 
tion.” 
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Recommendation 


An amendment to repeal references to the national agricultural 
credit corporations contained in the provisions of law referred to 
above. 


Reasons 


Section 77 of the act of June 16, 1933 (12 U.S. C. 1151a), provide 
that after the date of that act “no national agricultural credit corpora- 
tion shall be formed under the provisions of this chapter.” No such 
corporations are now in operation. Consequently, references to these 
corporations in the provistons of the Federal Reserve Act above re- 
ferred to are obsolete and should be repealed. 


72. RepuRcHAsE AGREEMENTs OF FEDERAL RESERVE BANKS 


Recommendation 


An amendment specifically stating, and thus making it clear, that 
Federal Reserve banks are authorized to make repurchase agreements 
with respect to Government securities and that such activities of the 
Reserve Cabs are subject to the direction of the Federal Open Mar- 
ket Committee. 

Reasons 

For many years the Federal Reserve banks have utilized repurchase 
agreements as a convenient and flexible means of helping to smooth 
out temporary irregularities in the money market, and these activi- 
ties of the Reserve banks have conformed to directions of the Federal 
Open Market Committee. However, the Federal Reserve Act does 
not specifically state that these transactions shall be subject to the 
direction of the Federal Open Market Committee and does not even 
specifically state that they are authorized for the Federal Reserve 
banks, although there is specific authority for purchases and sales of 
Government securities a8 well as for loans on such securities. 

Repurchase agreements have some of the attributes of loans. How- 
ever, as actually used in practice by the Reserve banks, they not only 
have the legal form of purchases and sales but they also have more 
of the practical attributes of open market operations than of loans. 
This is because they usually proceed on the initiative of the Reserve 
bank whereas loans usually proceed on the initiative of the other 
party to the transaction. In fact, this characteristic of repurchase 
agreements is an important reason for their flexibility and usefulness 
in helping to iron out temporary irregularities in the money market— 
it enables the System to use them readily for that purpose without 
having to wait for a member bank to borrow. 

The absence of a specific provision on this matter has not pro- 
duced operating difficulties but has at times been the subject of some 
discussion and uncertainty within the System. An amendment spe- 
cifically covering the subject would clarify the matter. 


73. SerrLeMENT Funp 
Existing law 
Paragraph 16 of section 16 of the Federal Reserve Act (12 U. S. C. 
467), relating to the gold-certificate fund (settlement fund) held on 
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deposit with the Treasurer of the United States to the credit of the 
Board of Governors of the Federal Reserve System, reads as follows: 

“The Secretary of the Treasury is hereby authorized and directed 
to receive deposits of gold or of gold certificates with the Treasurer 
or any Assistant Treasurer of the United States when tendered by 
any Federal Reserve bank or Federal Reserve agent for credit to its 
or his account with the Board of Governors of the Federal Reserve 
System. The Secretary shall prescribe by regulation the form of 
receipt to be issued by the Treasurer or Assistant Treasurer to the 
Federal Reserve bank or Federal Reserve agent making the deposit, 
and a duplicate of such receipt shall be delivered to the Board of Gov- 
ernors of the Federal Reserve System by the Treasurer at Washington 
upon proper advices from any Assistant Treasurer that such deposit 
has been made. Deposits so made shall be held subject to the orders 
of the Board of Governors of the Federal Reserve System and shall be 
payable in gold certificates on the order of the Board of Governors of 
the Federal Reserve System to any Federal Reserve bank or Federal 
Reserve agent at the Treasury or at the Subtreasury of the United 
States nearest the place of business of such Federal Reserve bank or 
such Federal Reserve agent. The order used by the Board of Gov- 
ernors of the Federal Reserve System in making such payments shall 
be signed by the chairman or vice chairman, or such other officers or 
members as the Board may by regulation prescribe. The form of such 
order shall be approved by the Secretary of the Treasury.” 


Recommendation 

An amendment to (1) eliminate obsolete provisions, i. e., references 
to the Assistant Treasurer of the United States and to the Subtreas- 
uries of the United States; (2) provide specifically that deposits in the 
fund may include deposits by the Treasurer of the United States 
for the credit of any Federal Reserve bank and that withdrawals from 
the deposit may be made in the form of payment to the Treasurer of 
the United States as well as to a Federal Reserve bank or a Federal 
Reserve agent; and (3) provide that the term “gold certificate” shall 
include credits payable in gold certificates. 


Reasons 


The references in the present statute to the Assistant Treasurer and 
the Subtreasuries are no longer applicable since the discontinuance of 
the Subtreasuries around 1921. Deposits into the account are made 
not only by Federal Reserve banks and Federal Reserve agents, but 
also by the Treasurer of the United States who from time to time 
make such deposits for credit to his account at one or more of the 
Federal Reserve banks. Likewise, withdrawals from the account are 
made not only by delivery of gold certificates to a Federal Reserve 
bank or Federal Reserve agent, but through release of gold certificates 
to the Treasurer of the United States upon reduction of his deposit 
balance with a Federal Reserve bank. ‘The proposed provision that 
gold certificates shall include credits payable in gold certificates would 
be in conformity with provisions of the Gold Reserve Act of 1934 which 
allow the reserve against Federal Reserve notes to be m: aintained with 
the Treasurer not only in gold certificates themselves but also in credits 
payable in gold certificates. 
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74. Feprrat Reserve Nores 
Existing law 

Paragraphs 1 through 13, inclusive, of section 16 of the Federal 
Reserve Act (12 U.S. C. 411-422) read as follows: 

“Spo. 16. Federal Reserve notes, to be issued at the discretion of the 
Board of Governors of the Federal Reserve System for the purpose of 
making advances to Federal Reserve banks through the Federal Re- 
serve agents as hereinafter set forth and for no-other purpose, are 
hereby authorized. The said notes shall be obligations of the United 
States and shall be receivable by all national and member banks and 
Federal Reserve banks and for all taxes, customs, and other public 
dues. They shall be redeemed in lawful money on demand at the 
Treasury Department of the United States, in the city of Washington, 
District of Columbia, or at any Federal Reserve bank. 

“Any Federal Reserve bank may make application to the local Fed- 
eral Reserve agent for such amount of the Federal Reserve notes 
hereinbefore provided for as it may require. Such application shall 
be accompanied with a tender to the local Federal Reserve agent of 
collateral in amount equal to the sum of the Federal Reserve notes thus 
applied for and issued pursuant to such application. The collateral 
security thus offered shall be notes, drafts, bills of exchange, or accept- 
ances acquired under the provisions of section 13 of this Act, or bills 
of exchange endorsed by a member bank of any Federal Reserve dis- 
trict and purchased under the provisions of section 14 of this Act, or 
bankers’ acceptances purchased under the provisions of said section 
14, or gold certificates, or direct obligations of the United States. In 
no event shall such collateral security be less than the amount of Fed- 
eral Reserve notes applied for. The Federal Reserve agent shall each 
day notify the Board of Governors of the Federal Reserve System of 
all issues and withdrawals of Federal Reserve notes to and by the Fed- 
eral Reserve bank to which he is accredited. The said Board of Gov- 
ernors of the Federal Reserve System may at any time call upon a 
Federal Reserve bank for additional security to protect the Federal 
Reserve notes issued to it. 

“Every Federal Reserve bank shall maintain reserves in gold 
certificates of not less than 25 per centum against its deposits and 
reserves in gold certificates of not less than 25 per centum against its 
Federal Reserve notes in actual circulation: Provided, however, That 
when the Federal Reserve agent holds gold certificates as collateral for 
Federal Reserve notes issued to the bank such gold certificates shall 
be counted as part of the reserve which such bank is required to main- 
tain against its Federal Reserve notes in actual circulation. Notes so 
paid out shall bear upon their faces a distinctive letter and serial num- 
ber which shall be assigned by the Board of Governors of the Federal 
Reserve System to each Federal Reserve bank. Notes presented for 
redemption at the Treasury of the United States shall be paid out of 
the redemption fund and returned to the Federal Reserve banks 
through which they were originally issued, and thereupon such Fed- 
eral Reserve bank shall, upon demand of the Secretary of the Treasury, 
reimburse such redemption fund in lawful money or, if such Federal 
Reserve notes have been redeemed by the Treasurer in gold certificates, 
then such funds shall be reimbursed to the extent deemed necessary 
by the Secretary of the Treasury in gold certificates, and such Federal 
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Reserve bank shall, so long as any of its Federal Reserve notes remain 
outstanding, maintain with the Treasurer in gold certificates an 
amount sufficient in the judgment of the Secretary to provide for all 
redemptions to be made by the Treasurer. Federal Reserve notes 
received by the Treasurer otherwise than for redemption may be 
exchanged for gold certificates out of the redemption fund hereinafter 
provided and returned to the Reserve bank through which they were 
originally issued, or they may be returned to such bank for the credit 
of the United States. Federal Reserve notes unfit for circulation shall 
be returned by the Federal Reserve agents to the Comptroller of the 
Currency for cancellation and destruction. 

“The Board of Governors of the Federal Reserve System shall 
require each Federal Reserve bank to maintain on deposit in the 
Treasury of the United States a sum in gold certificates sufficient in 
the judgment of the Secretary of the Treasury for the redemption 
of the Federal Reserve notes issued to such bank, but in no event less 
than 5 per centum of the total amount of notes issued less the 
amount of gold certificates held by the Federal Reserve agent as col 
lateral security; but such deposit of gold certificates shall be counted 
and included as part of the 25 per centum reserve hereinbefore 
required to be maintained against Federal Reserve notes in actual 
circulation. The Board shall have the right, acting through the Fed 
eral Reserve agent, to grant in whole or in part, or to reject entirely, 
the application of any Federal Reserve bank for Federal Reserve 
notes; but to the extent that such application may be granted the 
Board of Governors of the Federal Reserve System shall, through 
its local Federal Reserve agent, supply Federal Reserve notes to the 
banks so applying, and such bank shall be charged with the amount 
of the notes issued to it and shall pay such rate of interest as may be 
established by the Board of Governors of the Federal Reserve System 
on only that amount of such notes which equals the total amount of its 
outstanding Federal Reserve notes less the amount of gold certificates 
held by the Federal Reserve agent as collateral security. Federal 
Reserve notes issued to any such bank shall, upon delivery, together 
with such notes of such Federal Reserve bank as may be issued under 
section 18 of this Act upon security of United States 2 per centum 
Government bonds, become a first and paramount lien on all the assets 
of such bank. 

“Any Federal Reserve bank may at any time reduce its liability 
for outstanding Federal Reserve notes by depositing with the Fed- 
eral Reserve agent its Federal Reserve notes, gold certificates, or 
lawful money of the United States. Federal Reserve notes so de- 
posited shall not be reissued, except upon compliance with the con- 
ditions of an original issue. 

“The Federal Reserve agent shall hold such gold certificates or 
lawful money available exclusively for exchange for the outstanding 
Federal Reserve notes when offered by the Reserve bank of which he 
is a director. Upon the request of the Secretary of the Treasury 
the Board of Governors of the Federal Reserve System shall require 
the Federal Reserve agent to transmit to the Treasurer of the United 
States so much of the gold certificates held by him as collateral secu- 
rity for Federal Reserve notes as may be required for the exclusive 
purpose of the redemption of such Federal Reserve notes, but such 
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gold certificates when deposited with the Treasurer shall be counted 
and considered as if collateral security on deposit with the Federal 
Reserve agent. 

“Any Federal reserve bank may at its discretion withdraw col- 
lateral deposited with the local Federal reserve agent for the protec- 
tion of its Federal reserve notes issued to it and shall at the same 
time substitute therefor other collateral of equal amount with the 
approval of the Federal reserve agent under regulations to be pre- 
scribed by the Board of Governors of the Federal Reserve System. 
Any Federal reserve bank may retire any of its Federal reserve notes 
by depositing them with the Federal reserve agent or with the Treas- 
urer of the United States, and such Federal reserve bank shall there- 
upon be entitled to receive back the collateral deposited with the 
Federal reserve agent for the security of such notes. Federal reserve 
banks shall not be required to maintain the reserve or the redemption 
fund heretofore provided for against Federal reserve notes which 
have been retired. Federal reserve notes so deposited shall not be 
reissued except upon compliance with the conditions of an original 
issue. 

“All Federal Reserve notes and all gold certificates and lawful 
money issued to or deposited with any Federal Reserve agent under 
the provisions of the Federal Reserve Act shall hereafter be held for 
such agent, under such rules and regulations as the Board of Gov- 
ernors of the Federal Reserve System may prescribe, in the joint 
custody of himself and the Federal Reserve bank to which he is ac- 
credited. Such agent and such Federal Reserve bank shall be jointly 
liable for the safekeeping of such Federal Reserve notes, gold certifi- 
cates, and lawful money. Nothing herein contained, however, shall 
be construed to prohibit a Federal Reserve agent from depositing gold 
certificates with the Board of Governors of the Federal Reserve Sys- 
tem, to be held by such Board subject to his order, or with the Treas- 
urer of the United States for the purposes authorized by law. 

“In order to furnish suitable notes for circulation as Federal reserve 
notes, the Comptroller of the Currency shall, under the direction of 
the Secretary of the Treasury, cause .plates and dies to be engraved 
in the best manner to guard against counterfeits and fraudulent altera- 
tions, and shall have printed therefrom and numbered such quantities 
of such notes of the denominations of $5, $10, $20, $50, $100, $500, 
$1000, $5000, $10,000 as may be required to supply the Federal reserve 
banks. Such notes shall be in form and tenor as directed by the 
Secretary of the Treasury under the provisions of this Act and shall 
bear the distinctive numbers of the several Federal reserve banks 
through which they are issued. 

“When such notes have been prepared, they shall be deposited in 
the Treasury, or in the subtreasury or mint of the United States 
nearest the place of business of each Federal reserve bank and shall 
be held for the use of such bank subject to the order of the Comptroller 
of the Currency for their delivery, as provided by this Act. 

“The plates and dies to be procured a the Comptroller of the Cur- 


rency for the printing of such circulating notes shall remain under 


his control and direction, and the expenses necessarily incurred in 
executing the laws relating to the procuring of such notes, and all 
other expenses incidental to their issue and retirement, shall be paid 
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by the Federal reserve banks, and the Board of Governors of the 
Federal Reserve System shall include in its estimate of expenses levied 
against the Federal reserve banks a sufficient amount to cover the ex- 
penses herein provided for. 

“The examination of plates, dies, bed pieces, and so forth, and 
regulations relating to such examination of plates, dies, and so forth, 
of national-bank notes provided for in section fifty-one hundred and 
seventy-four Revised Statutes, is hereby extended to include notes 
herein provided for. 

“Any appropriation heretofore made out of the general funds of the 
Treasury for engraving plates and dies, the purchase of distinctive 
paper, or to cover any other expense in connection with the printing 
of national-bank notes or notes provided for by the Act of May thir- 
tieth, nineteen hundred and eight, and any distinctive paper that may 
be on hand at the time of the passage of this Act may be used in the 
discretion of the Secretary for the purposes of this Act, and should 
the appropriations heretofore made be insufficient to meet the require- 
ments of this Act in addition to circulating notes provided for by 
existing law, the Secretary is hereby authorized to use so much of 
any funds in the Treasury not otherwise appropriated for the pur- 
pose of furnishing the notes aforesaid: Provided, however, That noth- 
ing in this section contained shall be construed as exempting national 
banks or Federal reserve banks from their ability to reimburse the 
United States for any expenses incurred in printing and issuing cir- 
culating notes.” 


/ ra commendations 


. An amendment to repeal various provisions relating to the “re- 
alban of Federal Reserve notes and the maintenance in the Treas- 
ury of a redemption fund in gold certificates for that purpose. 

An amendment to prov ide that unfit Federal Reserve notes shall 
be Votre to the Treasury of the United States for destruction under 
regulations prescribed by the Secretary of the Treasury, in lieu of the 
existing provision that unfit notes “shall be returned by the Federal 
Reserve agents to the Comptroller of the Currency for cancellation 
and destruction.” 

3. A number of amendments to eliminate obsolete and redundant 
provisions, to simplify and clarify certain provisions, to bring other 
provisions into line with existing terminology and practice, and to re- 
arrange sentences and paragraphs to make the entire section more 
logical. 

— SONS 

The lengthy provisions of section 16 relating to “redemption” of 
KF odie al Reserve notes and the maintenance in the Treasur y of a re- 
demption fund in gold certificates have served no real purpose for 
over 20 years, since redemption in gold certificates is no longer legally 
permissible. Furthermore, Federal Reserve notes have been legal 
tender for all purposes since 1933 (31 U.S. C. 462). 

2. The actual practice with respect to unfit Federal Reserve no‘ «s is 
that such notes are forwarded by the Federal Reserve banks to the 
Treasurer of the United States who then under powers of attorney 
from the Federal Reserve agents turns the notes over to the Comp- 
troller of the Currency, and the verification and destruction functions 
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are divided among the Treasurer of the United States, the Comptroller 
of the Currency, and the Bureau of the Public Debt. The suggested 
amendment would simplify the procedure by clarifying and broad- 
ening the authority of the Secretary of the Treasury to allocate and 
discharge these duties in an effective manner. 

3. Much of section 16 has remained unchanged since the original 
enactment of the Federal Reserve Act in 1913. Some of its provisions 
followed the analogy of the statutes relating to national bank notes, 
others were designed to assure the acceptance of Federal Reserve notes 
asa part of thecurrency. Ina few respects the terminology of section 
16 is inconsistent, or unclear, or repetitious. Without any material 
changes of substances, such defects could be corrected and the section 
thereby clarified. In ‘addition, the s sequence of various sentences and 
paragraphs of the section could be improved from the point of view of 
logical arrangement. 

75. FeperaL Reserve BAnkK Nores 
Existing law 

Section 18 of the Federal Reserve Act (12 U. S. C. 441-448) 
provides : 

“Sec. 18. After two years from the passage of this Act, and at any 
time during a period of twenty years thereafter, any member bank 
desiring to retire the whole or any part of its circulating notes, may 
file with the Treasurer of the United States an application to sell for 
its account, at par and accrued interest, United States bonds securing 
circulation to be retired. 

“The Treasurer shall, at the end of each quarterly period, furnish 
the Board of Governors of the Federal Reserve System with a list of 
such applications, and the Board of Governors of the Federal Reserve 
System may, in its discretion, require the Federal reserve banks to 
purchase such bonds from the banks whose applications have been filed 
with the Treaurer at least ten days before the end of any quarterly 
period at which the Board of Governors of the Federal Reserve Sys- 
tem may direct the purchase to be made: Provided, That Federal 
reserve banks shall not be permitted to purchase an amount to exceed 
$25,000,000 of such bonds in any one year, and which amount shall 
include bonds a quired under section four of this Act by the Federal 
reserve bank. 

“Provided further, That the Board of Governors of the Federal 
Reserve System shall allot to each Federal reserve bank such pro- 
portion of such bonds as the capital and surplus of such bank shall 
bear to the aggregate capital and surplus of all the Federal reserve 
banks. 

“Upon notice from the Treasurer of the amount of bonds so sold 
for its account, each member bank shall duly assign and transfer, in 
writing, such bonds to the Federal reserve bank purchasing the same, 
and such Federal reserve b: ank shall, thereupon, deposit lawful money 
with the Treasurer of the United States for the purchase price of such 
bonds, and the Treasurer shall pay to the member bank selling such 
bonds any balance due after deducting a sufficient sum to redeem its 
outstanding notes secured by such bonds, which notes shall be can- 
celed and permanently retired when redeemed. 
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“The Federal reserve banks purchasing such bonds shall be per 
mitted to take out an amount of circulating notes equal to the par value 
of such bonds. 

“Upon the deposit with the Treasurer of the United States, (a) of 
any direct obligations of the United States or (b) of any notes, drafts, 
bills of exchange, or bankers’ acceptances acquired under the provi- 
sions of this Act, any Federal reserve bank making such deposit in the 
manner prescribed by the Secretary of the Treasury shall be entitled 
to receive from the Comptroller of the Currency circulating notes in 
blank, duly registered and countersigned. W ‘hen such circulating 
notes are issued against the security of obligations of the United 
States, the amount of such circulating notes shal Ibe equal to the face 

value of the direct obligations of the United States so de ‘posited as 
security; and, when issued against the security of notes, drafts, bills 
of exchange and bankers’ acceptances acquired under the provisions of 
this Act, the amount thereof shall be equal to not more than 90 percent 
of the estimated value of such notes, drafts, bills of exchange and 
bankers’ acceptances so deposited as security. Such notes shall be the 
obligations of the Federal reserve bank procuring the same, shall be 
in form prescribed by the Secretary of the Treasury, shall be receiv- 
able at par in all parts of the United States for the same purposes as 
are national bank notes, and shall be redeemable in lawful money of 
the United States on presentation at the United States Treasury or 
at the bank of issue. The Secretary of the Treasury is authorized and 
empowered to prescribe regulations governing the issuance, redemp- 
tion, replacement, retirement and destruction of such circulating notes 
and the release and substitution of security therefor. Such circu- 
lating notes shall be subject to the same tax as is provided by law for 
the circulating notes of national banks secured by 2 per cent bonds 
of the United States. No such circulating notes shall be issued under 
this paragraph after the President has declared by proclamation that 
= emergency recognized by the President by proclamation of March 

1933, has terminated, unless such circulating notes are secured by 
tae of bonds of the United States bearing the circulation privi- 
lege. When required to do so by the Secretary of the Treasury, each 
Federal reserve agent shall act as agent of the Treasurer of the United 
States or of the ¢ ‘omptroller of the Currency, or both, for the perform- 
ance of any of the functions which the Treasurer or the ¢ ‘omptroller 
may be called upon to perform in carrying out the provisions of this 
paragraph. Appropriations available for distinctive paper and print- 
ing United States currency or national bank currency are hereby made 
available for the production of the circulating notes of Federal re- 
serve banks herein provided; but the United States shall be reim- 
bursed by the Federal reserve bank to which such notes are issued for 
all expenses necessarily incurred in connection with the procuring of 
such notes and all other expenses incidental to their issue, redemption, 
replacement, retirement and destruction. 

“Upon application of any Federal reserve bank, approved by the 
Board of Governors of the Federal Reserve System, the Secretary of 
the Treasury may issue, in exchange for United States two per centum 
gold bonds bearing the circulation privilege, but against which no 
circulation is outstanding, one-year gold notes of the United States 
without the circulation privilege, to an amount not to exceed one-half 
of the two per centum bonds so tendered for exchange, and thirty- 
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year three per centum gold bonds without the circulation privilege 
for the remainder of the two per centum bonds so tendered: Provided, 
That at the time of such exchange the Federal reserve bank obtaining 
such one-year gold notes shall enter into an obligation with the Secre- 
tary of the Treasury binding itself to purchase from the United States 
for gold at the maturity of such one- year notes, an amount equal to 
those delivered in exe hange for such bonds, if so requested by the 
Secretary, and at each matur ity of one-year notes so purchased by such 
Federal reserve bank, to purchase from the United States such an 
amount of one-year notes as the Secretary may tender to such bank, 
not to exceed the amount issued to such bank in the first instance, in 
exchange for the two per centum United States gold bonds; said 
obligation to purchase at maturity such notes shall continue in force 
for a period not to exceed thirty years. 

“For the purpose of making the exchange herein provided for, the 
Secretary of the Treasury is authorized to issue at par Treasury notes 
in coupon or registered form as he may prescribe in denominations of 
one hundred doll: ars, or any multiple thereof, bearing interest at the 
rate of three per centum per annum, payable quarterly, such Treasury 
notes to be payable not more than one year from the date of their issue 
in gold coin of the present standard value, and to be exempt as to 
principal and interest from the payment of all taxes and duties of the 
United States except as provided by this Act, as well as from taxes in 
any form by or under State, municipal, or local authorities. And for 
the same purpose, the Secretary is authorized and empowered to issue 
United States gold bonds at par, bearing three per centum interest 
payable thirty years from date of issue, such bonds to be of the same 
general tenor and effect and to be issued under the same general terms 
and conditions as the United States three per centum bonds without 
the circulation privilege now issued and outstanding. 

“Upon application of any Federal reserve bank, approved by the 
Board of Governors of the Federal Reserve System, the Secretary may 
issue at par such three per centum bonds in exe hange for the one-year 
gold notes herein provided for.” 

The ree paragraph of section 4 of the Federal Reserve Act 
(12 U.S. C. 341) provides that each Federal Reserve bank shall have 
power— 

“Eighth. Upon deposit with the Treasurer of the United States 
of any bonds of the United States in the manner provided by exist- 
ing law relating to national banks, to receive from the Comptroller 
of the C urrency circulating notes in blank, registered and counter- 
signed as provided by law, equal in amount to the par value of the 
bonds so deposited, such notes to be issued under the same condi- 
tions and provisions of law as relate to the issue of circulating notes 
of national banks secured by bonds of the United States bearing the 
circulating privilege, except that the issue of such notes shall not be 
limited to the capital stock of such Federal reserve bank.” 


Recommendation 


An amendment to repeal subparagraph “Eighth” of the fourth 
paragraph of section 4 of the Federal Reserve Act and all of section 
18 of the Federal Reserve Act, relating to the issuance of Federal 
Reserve banknotes and exchanges of United States bonds bearing 
the “circulation privilege.” 
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Reasons 

All of the provisions of section 18 of the Federal Reserve Act are 
now obsolete. The first 4 paragraphs, by reason of the time limitation 
contained in the first paragraph, expired by their terms on Decem 
ber 23, 1935. 

The fifth paragraph of the section authorizing Federal Reserve 

banks to issue circulating notes (Federal Reserve banknotes) against 
the bonds purchased by them pursuant to this section has likewise 
become obsolete because of expiration of the authority to purchase 
such bonds. 

All authority contained in the sixth paragraph of section 18, as 
amended in 1933, with respect to the issuance of Federal Reserve 
banknotes against obligations of the United States and certain other 
types of paper was repealed by act of June 12, 1945. 

The seventh, eighth, and ninth paragraphs of section 18 provide 
for the exchange of United States 2-percent gold bonds bearing the 
circulation privilege for either 1-year gold notes, or 30-year 3-percent 
gold bonds, and for the exchange ‘of 1-year notes, for 3-percent bonds. 
However, in 1935, the Secretary of the Treasury called for redemption 
all bonds bearing the circulation rivilege of the kinds mentioned in 
this section; and consequently the provisions of these paragraphs 
appear to be no longer of any significance. 

The authorization for the issuance of notes against United States 
bonds in the fourth paragraph of section 4 of the act is likewise of 
no present significance and should be repealed. : 


76. Ossotere Provision Recarpine Reserve RequireEMENTS 


Existing law 

By act of Congress, approved August 16, 1948 (62 Stat. 1291; not in 
U. 5. Code), the following paragraph was inserted in section 19 
of the Federal Reserve Act after the sixth paragraph thereof : 

“Notwithstanding any other provision of law, the Board of Gov- 
ernors of the Federal Reserve System, in order to prevent injurious 
credit expansion, may by regulation change the requirements as to 
reserves to be maintained pursuant to this section against demand or 
time deposits or both (1) by member banks in central reserve cities, 

r (2) by member banks in reserve cities, or (3) by member banks 

nat in reserve or central reserve cities, or (4) by all members banks; 
but no such change shall have the effect of requiring any such member 
bank to maintain a reserve balance against its time deposits in an 
amount equal to more than 714 per centum thereof, or a reserve bal- 
ance against its demand deposits in an amount equal to more than 
30 per centum thereof if such bank is in a central reserve city, 24 per 
centum thereof if in a reserve city, or 18 per centum thereof if not 
in a reserve or central reserve city. No change in reserve require- 
ments made under authority of this paragraph shall continue in effect 
after June 30, 1949.” 


Recommendation 
An amendment to repeal this provision of law. 
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Rea SONS 

This paragraph is obsolete as the statute expressly provides that 
any change in reserve requirements made under authority of this 
statute shall not continue in effect after June 30, 1949. As this date 
has passed, the statute has no current or future effect. The permanent 
authority for changes in reserve requirements by the Board, subject 
to certain limitations, whic ‘h is contained in the sixth paragraph of 
section 19 (12 U. S. C. 462b), would not be affected by this recom- 
mendation. 


PAYMENT OF INTEREST ON DEPOSITS 


Existing law 

The 12th paragraph of section 19 of the Federal Reserve Act (12 
U.S. C. 871a), with certain exceptions, provides that— 

“No member bank shall, directly or indirectly, by any device what- 
soever, pay any interest on any deposit which is payable on demand.” 

The 13th paragraph of section 19 of the Federal Reserve Act (12 
U.S.C. 371b) provides in part that— 

“The Board of Governors of the Federal Reserve System shall 
from time to time limit by regulation the rate of interest which may 
be paid by member banks on time and savings deposits * * *” 

The first paragraph of section 19 of the Federal Reserve Act (12 
U.S. C. 461) provides in part that— 

“The Board of Governors of the Federal Reserve System is au- 
thorized for the purposes of this section * * * to determine what shall 
be deemed to be a payment of interest, and to prescribe such rules 


and regulations as it may deem necessary to effectuate the purposes 


of this section and prevent evasions thereof * * *” 


Section 18 (g) of the Federal Deposit Insurance Act (12 U.S. C. 
1828 (g)) provides in part— 

“The Board of Directors shall by regulation prohibit the payment 
of interest on demand deposits in insured nonmember banks and for 
such purpose it may define the term ‘demand deposits’; but such 
exceptions from this prohibition shall be made as are now or may here- 
after be prescribed with respect to deposits payable on demand in 
member banks by section 19 of the Federal Reserve Act, as amended, 
or by regulation of the Board of Governors of the Federal Reserve 
System. The Board of Directors shall from time to time limit by 

regulation the rates of interest or dividends which may be paid by in- 
sured nonmember banks on time and savings deposits, * * *” 
Recommendation 

Amendments to section 19 of the Federal Reserve Act to eliminate 
the words “directly or indirectly by any device whatsoever” from the 
language prohibiting interest. on demand deposits and to make it clear 
that the term “interest” shall include only cash payments made, or 
credits given, by a bank for the account or benefit of a depositor ; 
together with an appropriate amendment to make certain that the 
same limitations as to payment of interest shall apply to both member 
and nonmember insured banks, either by an explicit statement in the 
law as to both types of ee as to whether absorption of exchange 
charges shall be deemed a payment of interest, or by a provision 
authorizing either the Board of Governors or the Federal Deposit 
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Insurance Corporation to define the term “interest” for both classes 


of banks. 
Rea SONS 


In its administration of the provisions of law regarding payment 
of interest on deposits by member banks, the Board of Governors has 
found that the difficulty of determining whether various practices of 
member banks involve an “indirect” payment of interest has made the 
law extremely difficult to apply as a practical matter. The problem 
arises chiefly in determining whether the giving of free se i to 
customers (such as the use of armored trucks, “free parking space, 
specially printed checks, etc.) constitutes an indirect payment of 
interest on demand deposits; but the problem also arises in deter 
mining whether “giveaways” designed to attract savings deposits 
should be considered payments of interest in determining whether the 
maximum permissible rate on savings deposits is being exceeded. 

This problem would be avoided if the law were changed to eliminate 
reference to indirect payments of interest and to include only cash 
payments or credits for the benefit of depositors. Such a change 
would not, in the Board’s opinion, serve to defeat the basic purpose 
of these provisions of the law. 

A special and particularly troublesome problem in this connection 
has arisen from the fact that the Board of Governors has taken o 
position that absorption of exchange charges by member banks i 
volves a payment of interest, whereas the Federal De posit Lnsurance 
Corporation has taken the position that the absorption of such charges 
by insured nonmember banks does not constitute a payment of interest. 
As a result, member banks have been placed at a serious competitive 
disadvantage in some sections of the country. Yet it seems obvious 
that the intent of C ongress was to put member and nonmember in- 
sured banks on the same basis insofar as payment of interest on 
deposits is concerned. 

It is believed that this special problem should be squarely met and 
solved by an amendment to the law which would explicitly state 
whether or not absorption of exchange charges shall be deemed to 
be a payment of interest and which would make it clear that the same 
principle should apply to both member and nonmember banks. Since 
the absorption of exchange on a check deposited by a customer with 
his bank results in the giving of credit to the depositor in an amount 
greater than the amount collected by his bank, the Board believes that 
such absorption constitutes a direct crediting of interest. In any 
event, the matter should be clarified so that competing member and in- 
sured nonmember banks may operate on an equal basis. This might be 
done either by an explicit identical statement on the point in both the 
Federal Reserve Act and the De posit Insur: ance Act or by authorizing 
1 of the 2 agencies to define “interest” for both classes of banks. 


78. INrerEst ON Demanp Deposits oF Savincs BANKS AND OF 
Pusnic Funps 
Keisting law 
The 12th paragraph of section 19 of the Federal Reserve Act (12 
U.S. C. 371a), which relates to the payment of interest on demand 
deposits by member banks, provides as follows: 
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“* * * That until the expiration of two years after the date of enact- 
ment of the Banking Act of 1935 this paragraph shall not apply (1) 
to any deposit made by a savings bank as defined in section 12B of 
this Act, as amended, or by a mutual savings bank, or (2) to any de- 
posit of public funds made by or on behalf of any State, county, school 
district, or other subdivision or municipality, or to any deposit of trust 
funds if the payment of interest with respect to such deposit of public 
funds or of trust funds is required by State law. * * *” 


Recommendation 


An amendment to eliminate this provision of law. 
Reasons 

This part of the statute is obsolete as it is provided in the statute 
that this exception which permits the payment of interest on demand 
deposits of savings banks and of public funds shall be effective until 
2 years after the date of enactment of the Banking Act of 1935. The 
Banking Act of 1935 was enacted August 23, 1935, and the exception 
expired by limitation August 23, 1937. Therefore, the provision is 
of no current or future effect. 


79. Reserves Acarnst Deposits or Pustic Monerys 


Existing law 

The 14th paragraph of section 19 of the Federal Reserve Act (12 
U.S. C. 462a-1) provides— 

“Notwithstanding the provisions of the First Liberty Bond Act, as 
amended, the Second Liberty Bond Act, as amended, and the Third 
Liberty Bond Act, as amended, member. banks shall be required to 
maintain the same reserves against deposits of public moneys by the 
United States as they are required by this section to maintain against 
other deposits: Provided, That until six months after the cessation 
of hostilities in the present war as determined by proclamation of the 
President or concurrent resolution of the Congress no deposit payable 
to the United States by any member bank arising solely as the result 
of subscriptions made by or through such member bank for United 
States Government securities issued under authority of the Second 
Liberty Bond Act, as amended, shall be subject to the reserve require- 
ments of this section.” 

Section 7 of the First Liberty Bond Act of April 24, 1917 (31 
U. S. C. 755a), and section 8 of the Second Liberty Bond Act of 
September 24, 1917 (31 U.S. C. 771), contain identical provisions 
stating that the provisions of section 5191 of the Revised Statutes, 
as amended by the Federal Reserve Act, with reference to the reserves 
required to be kept by national banks and other member banks of the 
Federal Reserve System “shall not apply to deposits of public moneys 
by the United States in designated depositaries.” 


Recommendation 

An amendment repealing the provisions of the First and Second 
Liberty Bond Acts referred to above which state that reserves need 
not be maintained against deposits of public moneys, and also revising 
the 14th paragraph of section 9 of the Federal Reserve Act to state 
simply that member banks shall be required to maintain the same 
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reserves against deposits of public moneys by the United States as 
they are required to maintain against other deposits. 
Reasons 

Prior to 1935, the provisions of the Liberty Bond Acts relieving 
member banks from reserve requirements with respect to deposits of 
public moneys were fully effective. However, the Banking Act of 
1935 added a provision to section 19 of the Federal Reserve Act ex 
pressly requiring reserves to be maintained against deposits of public 
moneys notwithstanding the Liberty Bond Acts. That requirement 
was suspended during World War II by the addition of the proviso 
relieving member banks from reserve 1 equirements as to public moneys 
until 6 months after cessation of hostilities; but that provision termi 
nated on December 31, 1946, when cessation of hostilities was pro 
claimed by the President. 

Consequently it would be desirable to eliminate the inconsistency) 
between the various provisions mentioned above, to eliminate also the 
obsolete proviso relieving member banks from reserve requirements 
as to public deposits during the war, and to provide simply that re 


serves shall be maintained against such deposits as against all other 
deposits. 


80. OBSOLETE Provision As TO LOANS TO EXecurIve OFrricers or 
Memper Banks 
Existing law 

Under section 22 (g) of the Federal Reserve Act (12 U 
it is provided : 

“* * * That loans made to any such officer prior to June 16, 193: 
may be renewed or extended for periods expiring not more than five 
years from June 16, 1939, where the board of directors of the member 
bank shall have s satisfied themselves that such extension or renewal is 
in the best interest of the bank, and that the officer indebted has made 
reasonable effort to reduce his obligation, these findings to be evidenced 


by resolution of the board of directors spread upon the minute book of 
the bank: * * *” 


Recommendation 
An amendment eliminating this provision of law. 


8. C. 575a), 


Reasons 


As the time within which a member bank may renew or extend loans 
made to its executive officers prior to June 16, 1933, was limited to 
June 16, 1944 (5 years from June 16, 1939), this provision of law is 
obsolete and should be eliminated. 


LoANs To Executive Orricers—Do.tLar ExeMPrion 
Existing law 
Section 22 (g) of the Federal Reserve Act (12 U.S. C. 375a) pro 
vides: 
“(g) No executive officer of any member bank shall borrow from or 
otherwise become indebted to any member bank of which he is an 
executive officer, and no member bank shall make any loan or extend 


credit in any other manner to any of its own exec utive officers: Pro- 
vided. That loans made to any such officer prior to June 16, 1933, may 
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be renewed or extended for periods expiring not more than five years 
from June 16, 1939, where the board of directors of the member bank 
shall have satisfied themselves that such extension or renewal is in 
the best interest of the bank, and that the officer indebted has made rea- 
sonable effort to reduce his obligation, these findings to be evidenced 
by resolution of the board of directors spread upon the minute book 
of the bank: Provided further, That with the prior approval of a 
majority of the entire board of directors, any member bank may extend 
credit to any executive officer thereof, and such officer may become 
indebted thereto, in an amount not exceeding $2,500. If any executive 
officer of any member bank borrow from or If he be or become indebted 
to any bank other than a member bank of which he is an executive 
officer, he shall make a written report to the board of directors of the 
member bank of which he is an executive officer, stating the date and 
amount of such loan or indebtedness, the security therefor, and the 
purpose for which the proceeds have been or are to be used. Borrow- 
ing by, or loaning to, a partnership in which one or more executive 
officers of a member bank are partners having either individually or 
together a majority interest in said partnership, shall be considered 
within the prohibition of this subsection. Nothing contained in this 
subsection shall prohibit any executive officer of a member bank from 
endorsing or guaranteeing for the protection of such bank any loan 
or other asset which shall have been previously acquired by such bank 
in good faith or from incurring any indebtedness to such bank for the 
purpose of protecting such bank against loss or giving financial as- 
sistance toit. The Board of Governors of the F eder al Reserve System 
is authorized to define the term ‘executive officer’, to determine what 
shall be deemed to be a borrowing, indebtedness, loan, or extension of 
credit, for the purposes of this subsection, and to prescribe such rules 
and regulations as it may deem necessary to effectuate the provisions 
of this subsection in accordance with its purposes and to prevent ev 
sions of such provisions. Any executive officer of a member bask 
accepting a loan or extension of credit which is in violation of the pro- 
visions of this subsection shall be subject to removal from office in the 
manner prescribed in section 30 of the Banking Act of 1933: Provided, 
That for each day that a loan or extension of credit made in violation 
of this subsection exists, it shall be deemed to be a continuation of such 
violation within the meaning of said section 30.” 
Recommendation 

An amendment to section 22 (g) to increase the present $2,500 
exemption from the prohibition on loans by member banks to execu- 
tive officers to $5,000. 
Reasons 

When the prohibition against loans by member banks to their execu- 
tive officers was incorpor: ated i in the law by the Banking Act of 1933, 
it was considered appropriate to exempt loans not exceeding $2,500. 
Since 1933, economic conditions have changed very considerably ; and 
it would seem reasonable to increase the exemption to at least $5,000. 
It is believed that such an increase would not be inconsistent with the 
purposes of the basic prohibition. 
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82. INvestTMENT BY NaTIONAL BANKs IN Foreign FINANCING 
CorPORATIONS 
Existing law 

The fourth paragraph of section 25 of the Federal Reserve Act (12 
U.S. C. 601), provides: 

“Until January 1, 1921, any national banking association, without 
regard to the amount of its capital and surplus, may file application 
with the Board of Governors of the Federal Reserve System for per- 
mission, upon such conditions and under such regulations as may be 
prescribed by said board, to invest an amount not exceeding in the 
aggregate 5 per centum of its paid-in capital and surplus in the stock 
of one or more cor porations chartered or incorporated under the laws 
of the United States or of any State thereof and, regardless of its 
location, principally engaged in such phases of international or for- 
eign financial operations as may be necessary to facilitate the export 
of. goods, wares, or merchandise from the United States or any of its 
dependencies or insular possessions to any foreign country : Provided, 
however, That in no event shall the total investments authorized by 
this section by any one national bank exceed 10 per centum of its 
capital and surplus.” 


Recommendation 


An amendment to repeal the fourth paragraph of section 25 of the 
Federal Reserve Act. 
Reasons 

.The authority conferred by this paragraph, which was added to 
the law in 1919, expired by its terms on January 1, 1921, and is there- 
fore obsolete. 


Powers or Foreign Brancues or NATIONAL BANKS 


Recommendation 


An amendment adding a new provision to section 25 of the Federal 
Reserve Act (12 U.S _C. 601- 604) which would authorize the Board, 
by regulation, to permit foreign branches of national banks to exercise 
such further powers as may be usual in connection with the business 
of banking in the place where the foreign branch is located, subject 
to suitable safeguards to assure that such foreign branches would 
not engage in suc ch business as investment banking or manufactur ing. 
Such new provision would be added to the last paragraph of section 25 
(12 U.S. C. 604). 

Reasons 


Foreign branches of national banks, which may be established for 
the furtherance of the foreign commerce of the United States with 
the approval of the Board, are subject abroad to most of the laws and 
regulations that apply to national banks in the United States. How- 
ever, business methods and operating conditions in foreign countries 
often differ considerably from those in this country, and banks in 
foreign countries are often subject to few if any of the rules that 
apply to national banks in this country. Under the recommended ad- 
dition to the law, foreign branches of national banks could operate 
more effectively in the foreign countries where they do business, as 
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it would permit the powers of such branches to be adjusted more 
realistically to the conditions existing in the places where they are 
located. At the same time, suitable safeguards would be provided 
by law to assure that such foreign branches would not engage in such 
business as investment banking or manufacturing. 

Proposed legislation to effectuate the foregoing was recommended 
to the Congress by the Board in May 1956, and was contained in the 
bill S. 3922 which was introduced by Senator Robertson on May 24, 
1956. ; 


84. ProcepURE FoR REMOVAL OF DirECTORS AND OFFICERS 


Existing law 

Section 30 of the Banking Act of 1933 (12 U.S. C. 77) provides: 

“Sec. 30. Whenever, in the opinion of the Comptroller of the Cur- 
rency, any director or officer of a national bank, or of a bank or trust 
company doing business in the District of Columbia, or whenever, in 
the opinion of a Federal reserve agent, any director or officer of a 
State member bank in his district shall have continued to violate any 
law relating to such bank or trust company or shall have continued 
unsafe or unsound practices in conducting the business of such bank 
or trust company, after having been warned by the Comptroller of the 
Currency or the Federal reserve agent, as the case may be, to discon- 
tinue such violations of law or such unsafe or unsound practices, the 
Comptroller of the Currency or the Federal reserve agent, as the case 
may he may certify the facts to the Board of Governors of the Federal 
Reserve System. In any such case the Board of Governors of the 
Federal Reserve System may cause notice to be served upon such 
director or officer to appear before such Board to show cause why he 
should not be removed from office. A copy of such order shall be sent 
to each director of the bank affected, by registered mail. If after 
granting the accused director or officer a reasonable opportunity to be 
heard, the Board of Governors of the Federal Reserve System finds 
that he has continued to violate any law relating to such bank or trust 
company or has continued unsafe or unsound practices in conducting 
the business of such bank or trust company after having been warned 
by the Comptroller of the Currency or the Federal reserve agent to 
discontinue such violation of law or such unsafe or unsound practices, 
the Board of Governors of the Federal Reserve System, in its dis- 
cretion, may order that such director or officer be removed from office. 
A copy of such order shall be served upon such director or officer. A 
copy of such order shall also be served upon the bank of which he is 
a director or officer, whereupon such director or officer shall cease 
to be a director or officer of such bank: Provided, That such order 
and the findings of fact upon which it is based shall not be made 
public or disclosed to anyone except the director or officer involved 
and the directors of the bank involved, otherwise than in connection 
with proceedings for a violation of this section. Any such director or 
officer removed from office as herein provided who thereafter par- 
ticipates in any manner in the management of such bank shall be fined 
not more than $5,000, or imprisoned for not more than five years, or 
both, in the discretion of the court.” 
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Recommendation 


An amendment to section 30 of the Banking Act of 1933 relating to 
removal of directors or officers of member banks, to eliminate the 
participation in the proceeding by the Federal Reserve agent. With 
such a change the Board of Governors of the Federal Reserve System, 
rather than the Federal Reserve agent, would issue the warning when 
a State member bank appears to have violated the law or engaged in 
unsafe or unsound practices. In the event the violation of law or 
unsafe or unsound practice was repeated after the war ning, a hearing 
by the Board to determine whether to remove the officer or director 
could be instituted without the formality of a certification by the 
Federal Reserve agent which is now required. 

Reasons 

Shortly after the enactment of the Banking Act of 1935 the duties 
of the Federal Reserve agent, other than those specified by statute, 
were transferred to the Federal Reserve bank, thus placing the Chair- 
man of the Board of Directors of the Reserve bank (who is the same 
person as the Federal Reserve agent) on a part-time basis and devoting 
his attention to major matters of policy rather than detailed admin- 
istration. Consequently, in situations where section 30 might be in- 
voked, the Federal Reserve agent is not now in a position to be familiar 
with the facts or to form a first-hand opinion as to the desirability of 
issuing the warning and later instituting a proceeding for removal. 

The 1933 provision for the Federal Reserve agent to issue the warn- 
ing and certify to a later violation of the warning was apparently an 
effort to separate the function of prosecution from that of adjudica- 
tion. However, that separation was only partial and largely ineffec- 
tive, since the Federal Reserve agent, as his name implies, is an agent 
of the Board. It is unsound and unrealistic to charge him with 
detailed statutory responsibilities which may conflict with his duties 
as such an agent. The Administrative Proc edure Act, passed in 1946, 
has since prescribed carefully worked out rules for the separation of 
functions that apply in all administrative proceedings. ‘Those rules 
are both more flexible and more effective than the rigid assignment of 
functions to the Federal Reserve agent in section 30 of the Banking 
Act of 1933, and that assignment of functions should now be repealed. 


85. Bank MERGERS 
Eevisting law 

Section 18 (c) of the Federal Deposit Insurance Act (12 U.S 
1827 (c)) provides: 

“(c) Without prior written consent by the Corporation, no insured 
bank shall (1) merge or consolidate with any noninsured bank or in- 
stitution or convert into a noninsured bank or institution or (2) assume 
liability to pay any deposits made in, or similar liabilities of, any 
noninsured bank or institution or (3) transfer assets to any non- 
insured bank or institution in consideration of the assumption ‘of lia- 
bilities for any portion of the deposits made in such insured bank. 
No insured bank shall convert into an insured State bank if its capital 
stock, or its surplus will be less than the capital stock or surplus, 
respectively, of the converting bank at the time of the shareholders’ 
meeting approving such conversion, without prior written consent 
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by the Comptroller of the Currency if the resulting bank is to be a 
District bank, or by the Board of Governors of the Federal Reserve 
System if the resulting bank is to be a State member bank (exce ept a 
District bank), or by the Corporation if the resulting bank is to be a 
State nonmember insured bank (except a District bank). No insured 
bank shall (i) merge or consolidate with an insured State bank under 
the charter of a State bank or (ii) assume liability to pay any deposits 
made in another insured bank, if the capital stock or surplus of the 
resulting or assuming bank will be less than the aggregate capital 
stock or aggregate surplus, respectively, of all the merging or con- 
solidating banks or of all the parties to the assumption of habilities, 
at the time of the shareholders’ meetings which authorize the merger 
or consolidation or at the time of the assumption of liabilities, unless 
the Comptroller of the Currency shall give prior written consent if 
the assuming bank is to be a national bank or the assuming or result- 
ing bank is 'to be a District bank; or unless the Board of “Goy ernors 
of the Federal Reserve System gives prior written consent if the 
assuming or resulting bank is to be a State member bank (except 
a District bank) ; or unless the C orporation gives prior written con- 
sent if the assuming or resulting bank is to be a nonmember insured 
bank (except a District bank). No insured State nonmember bank 
except a District bank) shall, without the prior consent of the Cor- 
poration, reduce the amount or retire any part of its common or pre- 
ferred capital stock, or retire any part of its capital notes or de- 
bentures.” 


Recommendation 


An amendment to section 18 (c) of the Federal Deposit Insurance 
Act to require the prior approval of the appropriate Federal bank 
supervisory agency in the case of any bank merger or consolidation, 
whether or not such merger or consolidation results in a diminution 
of capital or surplus; together with an express requirement that the 
appropriate banking agency shall take into consideration the usual 
banking factors and also whether the proposed transaction would tend 
to lessen competition unduly or tend unduly to create a monopoly. 
with a provision requiring the agency to seek the views of each of 
the other two banking agencies with respect to the question of com- 
petition and authorizing such agency to request the opinion of the 
Attorney General with respect to such question. 


Reasons 

Under section 18 (c) of the Federal Deposit Insurance Act, a bank 
merger or consolidation must now have the prior approval of the 
appropriate Federal bank supervisory agency, but only if the capital 
stock or surplus of the resulting bank will be less than the aggregate 
capital stock or aggregate sur plus of the merging or consolidating in- 
stitutions. Because of the limited scope of the statute, many mergers 
involving State banks do not now have to be approved in advance by 
any Federal agency. The proposed amendment would fill this gap 
by requiring prior approval in all cases, irrespective of diminution 
of capital stock or surplus, by the C omptroller of the Currency if 
the resulting bank would be a national bank, by the Board of Gov- 
ernors if the resulting bank would be a State member bank, and by the 
FDIC if the resulting bank would be a nonmember insured bank. 
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The provisions of the present statute do not expressly require con- 
sideration of the competitive effects of a proposed merger or consoli- 
dation. It is desirable, as contemplated by the proposed amendment, 
that the appropriate agency be specifically required to consider, not 
only the usual banking “fac tors (financial condition, adequacy of ¢ api- 
tal, character of management, and needs of the community), but also 
whether the proposed transaction would tend unduly to lessen com- 
petition or create a monopoly. In order to promote a substantially 
uniform approach to the problem of competition, it is also desirable to 

require the appropriate banking agency to seek the views of each of 

the other two banking agencies ‘with respect to the impact of the pro- 
posed transaction upon competition or monopoly ; and, as suggested by 
the proposal, the appropriate agency would also be author ized to ascer- 
tuin the attitude of the Department of Justice regarding the competi- 
tive or monopolistic aspects of the proposed transaction. 

Certain bills introduced in the last Congress would have sought to 
meet the pr oblem presented by bank mergers through an amendment 
to section 7 of the Clayton Antitrust Act by expanding that section to 
cover acquisitions of assets of banks as well as acquisitions of bank 
stock. Under those bills, advance notice of a proposed merger would 
have been required to be given to the appropriate banking agency and 
to the Attorney General; : but they would not have required. prior ap- 
proval by the appropriate banking agency. Moreover, those bills 
would have applied only the test now contained in the Clayton Act; 
i. e., “substantial” lessening of competition. Because of the nature of 
banking, it is essential that the soundness of the banks involved, the 
adequacy of banking facilities and needs of the community, and other 
such banking factors be given consideration, as well as the effect of the 
proposed transaction upon competition. It is desirable, therefore, as 
contemplated by the proposed amendment, that the test should be 
whether the proposed transaction would “unduly” lessen competition 
and that the competitive factor be weighed against other factors of a 
banking nature. 

Bills in the last Congress, subjecting bank mergers to the Clayton 
Act, would have made the Board of Governors responsible for passing 
upon the question whether every bank merger would violate the provi- 
sions of that act, since, under the Clayton “Act, the enforcement of its 
provisions is vested in the Board insofar as ‘they are applicable to 
banks. It is believed, however, that enforcement of the Clayton Act 
in the case of bank mergers is a function which should not be vested 
in the Board of Governors, in view of the essentially different nature 
of the Board’s principal functions in the field of monetary and credit 
policy and bank supervision. It would be preferable, as contemplated 
by the proposed amendment, if bank mergers were made subject to the 
advance approval of the appropriate F ederal bank supervisory agency 
in the manner suggested. 

A bill, S. 3911, ‘which was in accordance with the views of the Board 
of Governors and with the amendment here suggested, passed the 
Senate on July 25, 1956. 





RECOMMENDATIONS OF THE FEDERAL DEPOSIT 
INSURANCE CORPORATION 


Lerrer OF TRANSMITTAL 


FeperaL Deposit INsuRANCE CORPORATION, 
OFFICE OF THE CHAIRMAN, 
Washington, October 2, 1956. 
Hon. A. Wiis Roperrson, 
Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

Dear Senator Ropertrson: In accordance with your request, we 
are submitting the enclosed recommendations for the amendment of 
the Federal Deposit Insurance Act, and related laws, in connection 
with the current study by the Senate Banking and Currency Commit- 
tee of the Federal laws governing financial institutions and credit. 

Time has not permitted ascertaining the relation of these proposals 
to the program of the President. When we have been advised by the 
Bureau of the Budget of the relation of these recommendations to the 
program of the President, we will inform your committee. 

We are studying certain other amendments of the Federal Deposit 
Insurance Act and will submit our recommendations thereon as soon 
as possible. 

With personal regards, I am 

Sincerely yours, 
H. E. Coon, Chairman. 


86. Term or OFrFice ofr APPOINTIVE DIRECTORS 


Existing law 

The third sentence of section 2 of the Federal Deposit Insurance 
Act, as amended (12 U.S. C. 1812) : 

“Each such appointive member shall hold office for a term of six 


years.” 
Recommendation 


This sentence should be amended to provide (1) that at the expira- 
tion of the present terms of the appointive directors, the President 
shall fix the term of the successor of one appointive director at 4 years, 
and (2) that each appointive director shall serve until his successor 
is appointed and has qualified. 


Reason 


The terms of office of the 2 appointive members now on the Board 
_of Directors are for 6 years from September 6, 1951 (97 Congressional 
Record, p. 13141). The other member of the Board of Directors is the 
Comptroller of the Currency, who holds his office for a term of 5 years 
(12 U.S. C.2). His term of office is not affected by this amendment. 
This proposed staggering of the terms of office of the appointive 
members will assure better continuity in the mangement of the Cor- 
poration by voiding the simultaneous expiration of the terms of the 
two experienced appointive members, The amendment providing for 
the service of the appointive directors until their successors have been 
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appointed and qualified will assure a quorum for action by the Board 
of Directors until the successor of one of them has been appointed and 
qualified. Comparable provision for the staggering of terms of office 
and for continuance in office is provided for the Board of Governors 
of the Federal Reserve System (12 U. S. C. 242). For several years 
the Comptroller General, in his audit reports, has recommended leg- 
islation providing for the staggering of the terms of the appointive 
members. 


87. CoMPTROLLER OF THE CURRENCY AS A MEMBER OF THE BOARD 


Existing law 

The fourth, fifth, and last sentence of section 2 of the Federal De- 
posit Insurance Act, as amended (12 U.S. C. 1812) : 

“In the event of a vacancy in the office of the Comptroller of the 
Currency, and pending the appointment of his successor, or during 
the absence of the Comptroller from Washington, the Acting Comp- 
troller of the Currency shall be a member of the Board of Directors 
in the place and stead of the Comptroller. 

“Tn the event of a vacancy in the office of the Chairman of the Board 
of Directors, and pending the appointment of his successor, the Comp- 
troller of the Currency shall act as Chairman. 

“No member of the Board of Directors shall be an officer or director 
of any insured bank or Federal Reserve bank or hold stock in any 
insured bank; and before entering upon his duties as a member of 
the Board of Directors he shall certify under oath that he has complied 
with this requirement and such certification shall be filed with the 
secretary of the Board of Directors.” 

Recommendation 


(a) The fourth sentence of section 2 should be amended to authorize 
the Acting Comptroller to serve as a member of the Board of Direc- 
tors in the absence of the Comptroller, whether he is in Washington 
or not. 

(6) The fifth sentence of section 2 should be amended to permit 
the Acting Comptroller to act as Chairman when there is a vacancy 
in that office until the election, rather than the appointment of his 
successor. 

(c) The last sentence of section 2 should be amended to provide 
that each member of the Board of Directors shall certify under oath 
that he is not an officer or director of any insured bank or Federal 
Reserve bank and does not hold stock in any insured bank, 


Reason 

(a) This amendment would permit the Acting Comptroller of the 
Currency to serve as a member of the Board of Directors whenever 
the Comptroller of the Currency is unable to be present at the meeting 
of the Board of Directors, as when he may be absent on account of 
illness, whereas under the existing provision the Acting Comptroller 
may only serve when the Comptroller of the Currency is absent from 
Washington. Provision is made for the exercise of the powers and 
duties of the Comptroller of the Currency by his Deputy Comptroller 
and Assistant Deputy Comptrollers “during a vacancy in the office 
or during the absence or inability” of the Comptroller or the Deputy 
Comptroller (12 U.S. C. 4, 5). 
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(6) This amendment would conform this sentence to the other pro- 
visions of the same section. The successor to the Chairman of the 
Board of Directors would be erie as a Director of the Corpora- 
tion and would then be elected Chairman by the Board of Directors. 
There is no provision in the act for appointment of the Chairman of 
the Board of Directors. Further, we recommend that the Chairman 
be elected by the Board of Directors rather than appointed by the 
President, so that the Chairman may be of the same political party 
as that of the administration. Not more than two memoers of the 
Board of Directors may be members of the same political party. The 
Comptroller of the Currency represents the balance of power and this 
we deem to be in the interest of good administration. 

(e) This amendment would provide a more precise statement of the 
contents of the Director’s certificate. 


88. Drrinirions 
Ewisting law 

Subsections (f) and (g) of section 3 of the Federal Deposit Insur- 
ance Act, as amended (12 U.S. C. 1815 (f) and (g)): 

“(f) The term ‘mutual savings bank’ means a bank without capital 
stock transacting a savings bank business, the net earnings of which 
inure wholly to the benefit of its depositors after payment of obliga- 
tions for any advances by its organizers. 

“(o) The term ‘savings bank’ means a bank (other than a mutual 
savings bank) which transacts its ordinary banking business strictly 
as a savings bank under State laws imposing special requirements on 
such banks governing the manner of investing their funds and of con- 
ducting their business: Provided, That the bank maintains, until ma- 
turity date or until withdrawn, all deposits made with it (other than 
funds held by it in a fiduciary capacity) as time savings deposits of 
the specific term type or of the type where the right is reserved to the 
bank to require written notice before permitting withdrawal: Pro- 
wided further, That such bank to be considered a savings bank must 
elect to become subject to regulations of the Corporation with respect 
to the redeposit of maturing deposits and prohibiting withdrawal of 
deposits by checking except in cases where such withdrawal was per- 
mitted by law on August 23, 1935, from specifically designated deposit 
accounts totaling not more than 15 per centum of the bank’s total 
deposits.” 


Recommendation 

These subsections should be deleted. 
Reason 

There is no need or purpose for continuing these provisions. The 
definition of the term “State bank” in subsection (a) of section 3 in- 
cludes any savings bank. The definition of mutual savings banks in 
subsection (f) of section 3 was necessary before the 1950 amendments 
of the act repealed the provision permitting a separate fund for mu- 
tuals for the benefit of mutual savings banks and depositors {lierein. 
The requirements in subsection (g) of section 3 as to notice of with- 
drawal of savings deposits, redeposit of maturing time deposits and 
withdrawal of savings deposits by checking are provided in regulations 
of the Corporation relating to the payment of deposits and interest 
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thereon (12 C. F. R. pt. 328), which are uniformly applicable to in- 
sured State nonmember commercial and savings banks other than mu- 
tual savings banks and savings banks in New Hamphire operating sub- 
stantially as mutual savings banks. The Board of Governor’s regula- 
tion Q (12 C. F. R. pt. 217) makes similar provision for national and 
State member banks. 


89. Trusr Funps iw A Nonrnsurep BANK 


Existing law 

Subsection (1) of section 3 of the Federal Deposit Insurance Act, 
as amended (12 U.S. C. 1813 (1)): 

“The term ‘deposit’ means the unpaid balance of money or its equiv- 
alent received by a bank in the usual course of business and for which 
it has given or is obligated to give credit to a commercial, checking, 
savings, time, or thrift account, or which is evidenced by its certificate 
of deposit, and trust funds held by such bank whether retained or 
deposited in any department of such bank or deposited in another 
bank, together with such other obligations of a bank as the Board of 
Directors shall find and shall prescribe by its regulations to be deposit 
liabilities by general usage: * * *” 

The first sentence of subsection (i) of section 7 of the Federal 
Deposit Insurance Act, as amended (12 U.S. C. 1817 (i)): 

“Trust funds held by an insured bank in a fiduciary capacity whether 
held in its trust or deposited in any other department or in another 
bank shall be insured in an amount not to exceed $10,000 for each trust 
estate, and when deposited by the fiduciary bank in another insured 
bank such trust funds shall be similarly insured to the fiduciary bank 
according to the trust estates represented.” 


Recommendation 

The provisions set forth above should be amended to change the 
words “another bank” to read “another insured bank” in order that 
trust funds received by an insured bank as fiduciary would not be 
insured and assessable when deposited by the fiduciary insured bank 
in a noninsured bank. 


Reason 

Trust funds received by an insured bank in a fiduciary capacity and 
deposited by the fiduciary insured bank in another insured bank or in 
a noninsured bank are assessable and insured up to $10,000 for each 
trust estate. However, provision is made in the Federal Deposit In- 
surance Act for the payment of insured deposits only at the time an 
insured bank is closed on account of inability to meet the demands of 
its depositors. If the noninsured bank, in which such trust funds are 
deposited by an insured bank as fiduciary, closes and pays out only a 
portion of the deposited trust funds, the insured bank, as fiduciary, 
may or may not be liable for the loss in the trust funds, depending on 
whether such a deposit of trust funds in a noninsured bank was proper 
or legal. In any event, the questions may arise whether the Corpora- 
tion is liable for insurance on the loss of such trust funds deposited in 
a noninsured bank which has closed when the insured bank, as fidu- 
ciary, is or is not liable for the loss and, if the Corporation is liable, 
whether the Corporation must pay the amount of such loss at the time 
of the closing of the noninsured bank or whenever the fiduciary in- 
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sured bank is closed on account of inability to meet the demands of its 
depositors. The ambiguity in the above provisions of the law presents 
two undesirable alternatives. One is the insurance by the Corpora- 
tion of funds in a noninsured bank over which the Corporation has no 
supervision. The other is the indefinite postponement of the payment 
of insurance on a loss, incurred in a noninsured bank, on a deposit of 
trust funds by a fiduciary insured bank on which deposit assessments 
have been paid. The amendments recommended herein would resolve 
this problem by providing that trust funds received by an insured bank 
as fiduciary would not be insured and assessable when deposited by the 
fiduciary insured bank in a noninsured bank. When such trust funds 
are retained by the fiduciary insured bank or when they are deposited 
by the fiduciary insured bank in another insured bank, they would 
be insured and assessable as under present law. 


90. Excitusion From Deposir INSURANCE OF Deposrrs oF BRANCHES 
in ALaska, HAwanu, or THE ViRGIN ISLANDS 


Existing law 
The second and third provisos of subsection (1) 


f section 3 of 


Oo 
the Federal Deposit Insurance Act, as amended (12 U.S.C. 1813 (1)): 
“Provided further, That any insured bank having its principal place 
of business in any of the States of the United States or in the District 
of Columbia which maintains a branch in any Territory of the United 
States, or the Virgin Islands may elect to exclude from insurance under 
this Act its deposit obligations which are payable only at such branch, 


and upon so electing the insured bank with respect to such branch 
shall comply with the provisions of this Act applicable to the termi- 
nation of insurance by nonmember banks: Provided further, That the 
bank may elect to restore the insurance to such deposits at any time 
its capital stock is unimpaired.” 


Recommendation 


These provisos should be repealed to terminate the right of any 
mainland bank to exclude from deposit insurance the deposit obliga- 
tions of any of its branches in any Territory of the United States or 
the Virgin Islands. 


Reason 


There are no mainland insured banks operating branches in Alaska, 
Hawaii, or the Virgin Islands. In 1952 the right of mainland banks 
to exclude from insurance the deposits of their branches in Puerto 
Rico was removed from the second proviso of subsection (1) of section 
3 (66 Stat. 605). Insured banks should not be permitted to exclude 
from deposit insurance any deposit obligations in places where the 
statute provides for the insurance of deposits, which are the States of 
the United States, the District of Columbia, any Territory of the 
United States, Puerto Rico, Guam, and the Virgin Islands. ~ 


91. INSURANCE OF INTEREST ON Deposits 


Ewisting law 


The first sentence of subsection (m) of section 3 of the Federal 
Deposit Insurance Act, as amended (12 U.S. C. 1813 (m)): 
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“The term ‘insured deposit’ means the net amount due to any de- 
positor for deposits in an insured bank (after deducting offsets) less 
any part thereof which is in excess of $10,000.” 


Recommendation 

A provision should be added after this sentence to include in the 
net amount of deposits in determining insured deposits any interest 
accruing up to the date of the closing of an insured bank. 


Reason 

Interest which has been credited to a deposit account is considered 
adeposit. Interest which has accrued but which has not been credited 
to a deposit account is not considered a deposit and is not included in 
determining insured deposits. Interest is generally paid or credited 
semiannually and quarterly. We believe that depositors should 
receive this protection and the paper work involved in any receiver- 
ship for small interest claims should be eliminated with resulting 


economies. This change would involve a relatively small increase in 
insured deposits. 


TRANSFERRED Deposir As PAyMENT oF INSURED Depostr IN A 
CrLosep Bank 
Existing law 

Subsection (n) of section 3 of the Federal Deposit Insurance Act, as 
amended (12 U.S. C. 1813 (n)): 

“The term ‘transferred deposit’ means a deposit in a new bank or 
other insured bank made available to a depositor by the Corporation 
as payment of the insured deposit of such de »positor in 2 closed bank, 
and assumed by such new bank or other insured bank.” 

Subsection (f) of section 11 of the Federal Deposit Insurance Act, 
as amended (12 U.S. C. 1821 (f)): 

“Whenever an insured bank shall have been closed on account of 
inability to meet the demands of its depositors, payment of the in- 
sured deposits in such bank shall be made by the Corporation as soon 
as possible, subject to the provisions of subsection (gz) of this section 
either (1) by cash or (2) by making available to each depositor a trans- 
ferred deposit in a new bank in the same community or in another 
insured bank in an amount equal to the insured deposit of such 
depositor: Provided, That the Corporation, in its discretion, may 
require proof of claims to be filed before paying the insured deposits, 
and that in any case where the Corporation is not satisfied as to the 

validity of a claim for an insured deposit, it may require the final 
determination of a court of competent jurisdiction before paying such 
claim.” 


Recommendation 

These subsections should be amended to expressly provide that a 
transferred deposit is payable on demand. 
Reason 

A transferred deposit made available to a depositor as payment of 
his insured deposit in a closed bank is a demand deposit. It was 
expressly provided in the Federal Deposit Insurance Act before the 
amendments of 1950 (12 U.S. C. 264 (1) (6)) that a transferred de- 
posit was “subject to withdrawal on demand.” The rules and regu- 
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lations of the Corporation provide that a transferred deposit is a 
demand deposit (12 C. F. R. 305.1). The reassurance of depositors 
on this important matter makes it desirable that the statute again 
expressly provide that a transferred deposit is payable on demand. 


DEFINITION OF BRANCH 






Existing law 

Subsection (0) of section 3 of the Federal Deposit Insurance Act, 
as amended (12 U.S. C. 1813 (0) ) 

“The term ‘branch’ includes any branch bank, branch office, branch 
agency, additional office, or any branch place of business located in any 
State of the United States or in any Territory of the United States, 
Puerto Rico, Guam, or the Virgin Isl: inds at which deposits are re- 
ceived or checks paid or money lent.” 


Recommendation 


This subsection should be amended to change the definition of the 
word “branch” to include a branch anywhere rather than a branch in 
the places named in the present definition. 

Reason 


An insured State nonmember bank must obtain the consent of the 
Corporation to establish or move a branch (12 U.S. C. 1828 (d) ). 
The definition of the word “branch” in subsection (0) of section 3 is 
limited to one located in any State of the United States or in any 
Territory of the United States, Puerto Rico, Guam, or the Virgin 
Islands, which are the places where deposits are insured. The estab- 
lishment of branches by national banks and by State member banks 
in other places must be appRaveS by the Board of Governors of the 
Federal Reserve System (12 U. S. C. 321, 601). Because of the risks 
involved to the capital funds of : an insured State nonmember bank in 
establishing a branch anywhere, the consent of the Corporation should 
be required to the establishment of such a branch anywhere. 





































94, INSURANCE OF Deposits IN NATIONAL BANKS 






Existing law 

The first sentence of subsection (b) of section 4 of the Federal 
Deposit Insurance Act, as amended (12 U.S. C. 1814 (b)) : 

“Every national member bank which is authorized to commence or 
resume the business of banking, and which is engaged in the business 
of receiving deposits other than trust funds as herein defined, and 
every such national nonmember bank which becomes a member of 
the Federal Reserve System, and every State bank which is converted 
into a national member bank or which becomes a member of the 
Federal Reserve System, and which is engaged in the business of 
receiving deposits, other than trust funds as herein defined, shall be 
an insured bank from the time it is authorized to commence or resume 
business or becomes a member of the Federal Reserve System.” 

The first sentence of section 5 of the Federal Deposit Insurance Act, 
as amended (12 U.S. C. 1815) : 

“Subject to the provisions of this Act, any national nonmember 
bank which is engaged in the business of receiv ing deposits, other than 
trust funds as herein defined, upon application by the bank and certifi- 
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cation by the Comptroller of the Currency in the manner prescribed 
in subsection (b) of section 4 and any State nonmember bank, upon 
application to and examination by the Corporation and approval by 
the Board of Directors, may become an insured bank.” 


Recommendation 


These provisions should be amended to require any national bank 
to be an insured bank. 


Reason 


All national banks in the States of the United States and the District 
of Columbia are required to be members of the Federal Reserve System 
(12 U. S. C. 282 and 222) and to be insured banks. A national bank 
in Alaska, Hawaii, Puerto Rico, Guam, or the Virgin Islands may be- 
come an insured bank. The Bishop National Bank of Hawaii is now 
the only national bank that is not insured. For the purpose of uni- 
formity no national bank should be able to deny Federal deposit in- 
surance to its depositors. 


95. CHANGE or TerM “TuroucH EXAMINATION” To “EXAMINATION” 


Existing law 

The second sentence of section 5 of the Federal Deposit Insurance 
Act, as amended (12 U.S. C. 1815) : 

“Before approving the application of any such State nonmember 
bank, the Board of Directors shall give consideration to the factors 
enumerated in section 6 and shall determine, upon the basis of a 


thorough examination of such bank, that its assets in excess of its 
capital requirements are adequate to enable it to meet all of its liabili- 
ties to depositors and other creditors as shown by the books of the 
bank.” 


Recommendation 

This sentence should be amended to change the words “a thorough 
examination” to the words “an examination.” 
Reason 

Reference is made in the act in several places to examination with- 
out the use of “thorough.” This is an editorial change to conform this 
section with the general usage of the act. 


96. MAINTENANCE OF ASSESSMENT RECORDS 


Existing law 

The fourth sentence of subsection (a) of section 7 of the Federal 
Deposit Insurance Act, as amended (12 U.S. C. 1817 (a)): 

“Each insured bank, as a condition to the right to make any such 
deduction or exclusion in determining its assessment base, shall main- 
tain such records as will readily permit verification of the correctness 
thereof.” 

Recommendation 


This sentence should be amended to provide that the bank shall 
be required to maintain such records only for a period of 5 years. 
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Reason 

It is an unnecessary burden upon the insured banks to require them 
to maintain such records indefinitely. Subsection (g) of section 7 
provides a 5-year statute of limitation on actions brought for the re- 
covery of any assessment due to the Corporation or for the recovery 
of any amount paid to the Corporation in excess of the amount due, 
except where the bank has filed a false or fraudulent certified state- 
ment with intent to evade the payment of assessment, in which case 
the claim shall not be deemed to have accrued until the discovery 
by the Corporation that the certified statement was false or fraudulent. 
The effect of the proposed amendment would be that, in an action 
for assessments Senna by the Corporation beyond the 5-year period 
in connection with an allegedly false or fraudulent certified statement 
the failure of the bank to retain such records or the destruction thereo 
would not prejudice the bank’s defense. 


97. AssessMENT CREDITS 
Existing law 

Subsection (d) of section 7 of the Federal Deposit Insurance Act 
(12 U.S.C. 1817 (d)): 

“As of December 31, 1950, and as of December 31, of each calendar 
year thereafter, the Corporation shall transfer 40 per centum of its 
net assessment income to its capital account and the es of the net 
assessment income shall be credited pro rata to the insured banks based 
upon the assessments of each bank becoming due during said calendar 
year. Each year such credit shall be applied by the Corporation to- 
ward the payment of the total assessment becoming due for the semi- 
annual assessment period beginning the next ensuing July 1 and any 
excess credit shall be applied upon the assessment next becoming due. 
The term “net assessment income” as used herein means the total as- 
sessments which become due during the calendar year less (1) the 
operating costs and expenses of the Corporation for the calendar 
year; (2) additions to reserve to provide for insurance losses during 
the calendar year, except that any adjustments to reserve which result 
in a reduction of such reserve shall be added; and (3) the insurance 
losses sustained in said calendar year plus losses from any preceding 
years in excess of such reserves. If the above deductions exceed in 
amount the total assessments which become due during the calendar 
year, the amount of such excess shall be restored by deduction from 
total assessments becoming due in subsequent years.” 


Recommendation 

(a) In the first sentence the words “As of December 31, 1950” and 
“thereafter” should be deleted. 

(6) The second sentence should be changed to specifically authorize 
the application of the credit to any assessments due which are not in 
dispute ; and to expressly authorize the refund of the assessment credit 
to an insured bank in liquidation or to its nominee. 

(c) The third sentence should be amended to permit the inclusion 
in “total assessments”, i. e., the gross assessment income, any overpay- 
ments for previous years which are discovered during the calendar 
year and, the converse, to permit the deduction of overpayments made 
in prior years which are discovered during the calendar year. 
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(d) Item (1) in the third sentence should be amended to read “the 
ettucmeaa e and operating costs of the Corporation”. 

(e) Items (2) and (3) in the third sentence should be amended to 
authorize the Corporation in computing the “net assessment income” 
to include reserves for potential losses other than insurance losses. 


Reasons 

(a) Such words are obsolete and therefore should be deleted. 

() Frequently office audits of certified statements show that a bank 
has erroneously computed its assessment. It would facilitate the han- 
dling of the such underpayments, both for the bank and this Corpora- 
tion, if the Corporation were permitted to apply the credit to such 
underpayments. There should also be an express authorization in 
the law to refund assessment credits to a bank going out of business. 
As the statute now reads the credit “shall be applied” on assessments 
7 h become due in the future. 

c) The Corporation is required to compute the assessment credit 
at the end of each calendar year and to credit the same pro rata to the 
insured banks. When underpayments or over payments of assessments 
are later discovered, through audits or otherwise, it is impractical to 
recompute such credit formula and to readjust the pro rata credit 
given to the insured banks for that calendar year to include such 
underpayments or overpayments, as the case may be. Their effect on 
the credit formula would, of course, be infinitesimal. There should 
be express authorization permitting such underpayments or overpay- 
ments to be allocated to the calendar year in which they are paid or 
refunded, and thus be subject to the credit ratio applicable for that 
year. 

(7) The substitution of the words “administrative and operating 
costs” for “operating costs and expenses” is merely a technical change 
to conform the statutory language to accounting terms. To limit 
such costs to those “for the calendar year” is to restrictive and should 
be enlarged to permit the inclusion of any such costs which for any 
reason were incurred and not paid in previous years. 

(e) As potential losses may include losses which are not technically 
insurance losses, the reserves should not be limited to those established 
for insurance purposes. 


98. LimiTATION oN Actions FoR ASSESSMENT PAYMENTS 


Existing law 

Subsection (g) = section 7 of the Federal Deposit Insurance Act, 
as amended (12 U.S.C. 1817 (g)): 

“The Corpor ation, in a suit brought at law or in equity in any court 
of competent jurisdiction, shall be entitled to recover from any insured 
bank the amount of any unpaid assessment lawfully payable by such 
insured bank to the Corporation, whether or not such bank shall have 
filed any such certified statement and whether or not suit shall have 
been brought to compel the bank to file any such statement. No action 
or proceeding shall be brought for the recovery of any assessment 
due to the Corpor: ition, or for the recovery of any amount paid to the 
Corporation in excess of the amount due to it, unless such action or pro- 
ceeding shall have been brought within five years after the right 
accrued for which the claim is made, except where the insured bank 
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has made or filed with the Corporation a false or fraudulent certified 
statement with the intent to evade, in whole or in part, the payment 
of assessment, in which case the claim shall not be deemed to have 
accrued until the discovery by the Corporation that the certified state- 
ment is false or fraudulent: Provided, however, That where a cause 
of action has already accrued, and the period herein prescribed w thin 
“a h an action may be brought has expired, or will expire within one 

ar from the date this amendment. becomes effective, an action may be 
Seodenn on such cause of action within one year from the effective date 
of this amendment: And prov uided furthe y. = hi atnoac tion or proe e ed- 
ing shall be brought for the recovery of any assessment on deposits 
alleged to have been omitted from the assessment base of any insured 
bank for any year prior to 1945 except that any claim of the Corpora- 
tion for the p: ayment of any assessment may be offset by it against any 
claim of the bank for the overpayment of any assessment.” 


Recommendation 
The first proviso of subsection (d) of section 7 should be deleted. 
Reason 


The first proviso of subsection (d) of section 7 is obsolete. 
99. Procepure ror TERMINATION OF INSURED Status 


Existing law 

The first five sentences of subsection (a) of section 8 of the Federal 
Deposit Insurance Act, as amended (12 U.S. C. 1818 (a)) 

“Any insured bank (except a national member bank or State 
member bank) may, upon not less than ninety days’ written notice 
to the Corporation, ‘and to the Reconstruction Fi nance Corporation 
if it owns or holds as pledges any preferred stock, capital notes, or 
debentures of such bank, terminate its status as an insured bank. 
Whenever the Board of Directors shall find that an insured bank or its 
directors or trustees have continued unsafe or unsound practices in 
conducting the business of such bank, or have knowingly or negli- 
gently permitted any of its officers or agents to violate any provision 
of any law or regulation to which the insured bank is subject, the 
Board of Directors shall first give to the Comptroller of the Currency 
in the case of a national bank or a District bank, to the authority 
having supervision of the bank in the case of a State bank, or to the 
Board of Governors of the Federal Reserve System in the case of a 
State member bank, a statement with respect to such practices or 
violations for the purpose of securing the correction thereof and shall 
give a copy thereof to the bank. Unless such correction shall be made 
within one hundred and twenty days or such shorter period of time 
as the Comptroller of the Currency, the State authority, or Board of 
Governors of the Federal Reserve System, as the case may be, shall 
require, the Board of Directors, if it shall determine to proceed 
further, shall give to the bank not less than thirty days’ written notice 
of intention to terminate the status of the bank as an insured bank, 
and shall fix a time and place for a hearing before the Board of 
Directors or before a person designated by it to conduct such hear ing, 
at which evidence may be produc ed, and upon such evidence the Board 
of Directors shall make written findings which shall be conclusive. 
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Unless the bank shall appear at the hearing by a duly authorized 
representative, it shall be deemed to have consented to the termination 
of its status as an insured bank. If the Board of Directors shall find 
that any unsafe or unsound practice or violation specified in such 
notice has been established and has not been corrected within the 
time above prescribed in which to make such corrections, the Board 
of Directors may order that the insured status of the bank be termi- 
nated on a date subsequent to such findings and to the expiration of the 
time specified in such notice of intention.” 


Recommendation 


(a) The second sentence should be amended by deleting the word 
“continued” and substituting in lieu thereof the words “engaged in.” 

(6) The second sentence should be further amended by deleting the 
word “or” immediately following the words “State bank” and substi- 
tuting in lieu thereof the word “and.” 

(c) The third sentence should be amended to provide for an alterna- 
tive and shortened statutory period of 20 days in those cases where the 
Board of Directors of the Corporation in its discretion has determined 
that the insurance risk of the Corporation is unduly jeopardized. 

(d) The third sentence should be further amended to provide that 
the State authority shall have the power to shorten the correction 
period in those cases involving State banks whether member or non- 
member banks and that the Board of Governors of the Federal Reserve 
System shall no longer have such power. 

(e) The position of the fourth and fifth sentences should be trans- 
posed, with the additional words “upon such evidence” being inserted 
after the word “if” in the existing fifth sentence and the word “notice” 
deleted with the word “statement” substituted in lieu thereof. 

(f) The existing fourth sentence which will now appear fifth should 
be amended to provide that in the event the bank does not appear at 
the hearing termination of insured status may thereupon be ordered 
provided that in any case where the Board of Directors has desig- 
nated a person to conduct the hearing, he shall duly certify that the 
bank did not appear. 


Reason 


(a) The basic purpose for the power now given the Board of Di- 
rectors of the Corporation to institute involuntary termination pro- 
ceedings is to enable it to protect and control the insurance risk when 
persuasive supervisory efforts have failed. The second sentence of 
the existing statute provides that the Board of Directors may insti- 
tute such proceedings where they determine that the insured bank or 
its directors or trustees “have continued unsafe and unsound prac- 
tices.” The use of the word “continued” raises a question as to how 
long a time such practices must have been pursued before the Board 
of Directors would be justified in instituting involuntary termination 
proceedings. Inasmuch as a bank, simply by engaging in unsafe and 
unsound practices, may in a very brief interval substantially increase 
the Corporation’s risk, the change in terminology is recommended. 
The crux of the matter, at the time the Board of Directors is consider- 
ing the institution of involuntary termination proceedings is that the 
bank has “engaged in” unsafe and unsound practices that remain un- 
corrected and which adversely affect the insurance risk, and not that 
such practices have been employed for a continuing period of time. 
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(6) It is recommended that the word “and” be substituted for the 
word “or” following the words “State bank” in the second sentence 
inasmuch as the implication in the existing statute is that the Board 
of Directors need not give the State authority a copy of the statement 
detailing the practices or violations, in the event the State bank in- 
volved happens to be a State member bank. It is preferable that the 
State authority receive a copy of such statement where the State bank 
involved is either a member or a nonmember bank in order to allow 
the State authority in every case involving a State bank to exercise the 
power to further shorten the correction period as he may deem proper 
and as the facts and circumstances in the particular case may warrant, 
inasmuch as the State authority has primary supervision over all State 
banks. 

(c) Although the present statutory correction period of 120 days 
subject to shortening by the appropriate supervising authority has 
worked well in most cases, it is desirable and preferable that an alter- 
native 20-day statutory correction period be provided, but with its 
application being limited to those cases where the Board of Directors 
of the Corporation in its discretion has determined that the insurance 
risk of the Corporation is unduly jeopardized. An obvious example 
of such a situation would be where the capital structure of the par- 
ticular bank is so depleted that a deposit exposure exists, or a situation 
where only a small amount of sound capital remains. In such emer- 
gency situations, where the bank continues operation in an unsafe 
and unsound condition, the insurance risk is markedly increased. It 
is desirable that the alternative 20-day correction period be specified 
in the statute rather than to place reliance on the exercise of discretion 
by the appropriate supervisory authority in shortening the present 
120-day period in such emergencies. 

(d) It is preferable that the appropriate State supervisory author- 
ity be given the power to shorten the correction period in all cases 
involving State banks and not limited to State nonmember banks, as 
in the present statute. This change is desirable in the case of State 
member banks because they are subject to the primary supervision of 
the State supervisory authority. Another Federal agency should not 
be empowered to shorten the time in such cases. 

(e) and (f) It is recommended that the existing fifth sentence be 
transposed in order that the statute may flow in logical sequence and 
that the additional words “upon such evidence” be added after the 
beginning word “If” as this sentence provides for involuntary termi- 
nation by the Board of Directors following a contested hearing upon 
the Board making findings that any of the unsafe and unsound prac- 
tices or violations specified in its original statement instituting the 
proceedings have been established and not corrected within the 
prescribed correction period. It is recommended that the existing 
fourth sentence in the statute become the new fifth sentence for the 
reason that it makes provision for the situation where the bank does 
not appear at the hearing by a duly authorized representative. As 
the statute reads at present, there is doubt whether or not it is neces- 
sary, where the bank does not appear at the hearing, for Corporation 
counsel to present sufficient evidence upon which the Board of Direc- 
tors may subsequently make findings as a result of such ex parte pro- 
ceedings prior to its order of involuntary termination of insured 
status. It is, therefore, proposed to amend this sentence by providing 
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that termination of insured status thereupon may be ordered, to make 
it crystal clear that no evidence whatsoever need be submitted to the 
Board of Directors or the person designated to conduct the hearing, 
as the case may be, in those cases where a time and place for hearing 
have been set as prescribed and the bank does not put in an appearance. 
The existing statute provides that the bank is deemed to have con- 
sented to termination and this change would simply make it clear that 
no further proof is necessary, and that, if a person is designated by 
the Board of Directors to conduct the hearing, he shall certify that 
the bank did not appear. 


100. Srecrion 9 or THE FreperAt Depositr Insurance Act 


Existing law 

Section 9 of the Federal Deposit Insurance Act, as amended (12 
U.S. C. 1819: 

“Upon the date of enactment of the Banking Act of 1933, the Cor- 
poration shall become a body corporate and as such shall have power— 

“First. To adopt and use a corporate seal. 

“Second. To have succession until dissolved by an Act of Congress. 

“Third. To make contracts. 

“Fourth. To sue and be sued, complain and defend, in any court 
of law or equity, State or Federal. All suits of a civil nature at 
common law or in equity to which the Corporation shall be a party 
shall be deemed to arise under the laws of the United States: Provided, 
That any such suit to which the Corporation is a party in its capacity 
as receiver of a State bank and which involves only the rights or ob- 
ligations of depositors, creditors, stockholders, and such State bank 
under State law shall not be deemed to arise under the laws of the 
United States. No attachment or execution shall be issued against 
the corporation or its property before final judgment in any suit, 
action, or proceeding in any State, county, municipal, or United 
States court. The Board of Directors shall designate an agent upon 
whom service of process may be made in any State, Territory, or juris- 
diction in which any insured bank is located. 

“Fifth. To appoint by its Board of Directors such officers and em- 
ployees as are not otherwise provided for in this Act, to define their 
duties, fix their compensation, require bonds of them and fix the 
penalty thereof, and to dismiss at pleasure such officers or employees. 
Nothing in this or any other Act shall be construed to prevent the 
appointment and compensation as an officer or employee of the Cor- 
poration of any officer or employee of the United States in any board, 
commission, independent establishment, or executive department 
thereof. 

“Sixth. To prescribe, by its Board of Directors, bylaws not incon- 
sistent with law, regulating the manner in which its general business 

may be conducted, and the privileges granted to it ‘by law may be 
exercised and enjoyed. 

“Seventh. To exercise by its Board of Directors, or duly authorized 
officers or agents, all powers specifically granted by the provisions 
of this Act, and such incidental powers as shall be neecssary to carry 
out the powers so granted. 

“Eighth. To make examinations of and to require information and 
reports from banks, as provided in this Act. 
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“Ninth. To act as receiver. 
“Tenth. To prescribe by its Board of Directors such rules and regu 
lations as it may deem necessary to carry out the provisions of this 
Act.” 
Recommendation 

The provisions of section 9 designated “First” to “Tenth” should 
be redesignated “(a)” to “(j)”, respectively. 
Reason 


This redesignation should be made to conform the subdivisions of 
section 9 to the designations used in all other sections of the act. 


101. ExpLoyMENT, STATEMENT, AND COMPENSATION 


Existing law 

The first sentence of section 9 fifth of the Federal Deposit Insur 
ance Act, as amended (12 U.S. C. 1819 fifth) : 

“To appoint by its Board of Directors such officers and employees 
as are not otherwise provided for in this Act, to define their duties, 
fix their compensation, require bonds of them and fix the penalty 
thereof, and to dismiss at pleasure such officers or employees.” 


Recommendation 


This sentence should be amended to expressly provide that the 
Corporation shall have the power without regard to the provisions 
of any laws relating to the employment, separation, or compensation 
of officers or employees of the United States, to appoint by its Board 
of Directors officers, employees, attorneys, and agents, to dismiss at 
pleasure any officer, employee, attorney, or agent, to define their 
duties, fix their compensation, require bonds of them and fix the 
penalty thereof. 


Reason 


Inasmuch as the existing statute at the time of its enactment was 
atterned after the authority of each of the 12 Federal Reserve banks 
i the use of identical language, the Corporation has maintained in 
view of the reenactment of this identical language in 1950 that ap- 
ointments and dismissals are not now subject to the civil service 
lowe and regulations. This amendment is proposed to remove any 
doubt as to the Corporation’s authority in this respect. 


102. APPLICATION BY CORPORATION FOR SUBPENA 
Existing law 


The first and second sentences of subsection (c) of section 10 of the 
Federal Deposit Insurance Act, as amended (12 U. S. C. 1820 (c)): 

“For the purpose of any hearing under this Act, the Board of Direc- 
tors, any member thereof or any person designated by the Board of 
Directors to conduct any such hearing, is empowered to administer 
oaths and affirmations, subpena any officer or employee of the insured 
bank, compel his attendance, take evidence, take depositions and re- 
quire the production of any books, records, or other papers of the 
insured bank which are relevant or material to the inquiry. For the 
purpose of any hearing, examination, or investigation under this Act, 
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the Board of Directors may apply to any judge or clerk of any court 
of the United States within the jurisdiction of which such hearing, 
examination, or investigation is carried on, or where such person re- 
sides or carries on business, to issue a subpena commanding each person 
to whom it is directed to attend and give testimony or for the taking 
of his deposition and to produce books, records, or other papers rele- 
vant or material to such hearing, examination, or investigation at a 
time and place and before a person therein specified.” 


Recommendation 


The second sentence of subsection (c), relating to the application 
for assistance from courts of the United States in compelling witnesses 
to testify and produce books and records in connection with any hear- 
ing, examination, or investigation under the Federal Deposit Insur- 
ance Act, should be amended by substituting the word “Corporation” 
for the words “Board of Directors”. 


Reason 


This amendment would eliminate any requirement that the Board 
of Directors must itself act in seeking the aid of United States courts 
and would permit officers or employees of the Corporation actually on 
the scene of the hearing to apply directly to these courts for such 
assistance. Obviously it would be impractical and unnecessary to 
require the Board of Directors to formally act in these matters. The 
necessity for compulsory testimony or production of evidence might 
occur suddenly and unexpectedly and under circumstances where the 
assistance of the court, unless immediately available, would be of little 
value. 

103. Immuniry From Prosecution 


Existing law 
The last sentence of subsection (d) of section 10 of the Federal 
Deposit Insurance Act, as amended (12 U.S. C. 1820 (d)): 


“No person shall be excused from attending and testifying or from 
producing books, records, or other papers in obedience to a subpena 
issued under the authority of this Act on the ground that the testimony 
or evidence, documentary or otherwise, required of him may tend to 
incriminate him or subject him to penalty or forfeiture; but no indi- 
vidual shall be prosecuted or subject to any penalty or forfeiture for 
or on account of any transaction, matter, or thing concerning which 
he is compelled to testify or produce evidence, documentary or other- 
wise, after having claimed his privilege against self-incrimination, 
except that such individual so testifying shall not be exempt from 
prosecution and punishment for perjury committed in so testifying.” 


Recommendation 
The last sentence of subsection (d) of section 10 which grants im- 


munity from prosecution to persons compelled’to testify or produce 
documentary evidence should be deleted. 


Reason 


It is believed that the slight benefits resulting from requiring persons 
to testify or to produce records in connection with hearings under the 
act, do not warrant a grant of immunity from Federal prosecution to 
such persons who might otherwise, in the best interest of the public, be 
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prosecuted for their criminal acts. With the removal of the im- 
munity from prosecution now contained in this section the witness is 
entitled to resort to the constitutional safeguards against compulsory 
self-incriminating testimony. Nevertheless, he may be tried for crim- 
inal acts where the prosecution is based upon evidence discovered 
elsewhere. 
104. CerriIFICATION OF RecorDs 

Existing law 

Subsection (g) of section 10 of the Federal Deposit Insurance Act, 
as amended (12 U.S. C. 1820 (g)): 

“The Corporation may cause any and all records, papers, or docu- 
ments kept by it or in its possession or custody to be photographed 
or microphotographed or otherwise reproduced upon film, which 
photographic film shall comply with the minimum standards of quality 
approved for permanent photographic records by the Nationa] Bureau 
of Standards. Such photographs, microphotographs, or photographic 
film or copies thereof shall be deemed to be an original record for all 
purposes, including introduction in evidence in all State and Federal 
courts or administrative agencies and shall be admissible to prove any 
act, transaction, occurrence, or event therein recorded. Such photo- 
graphs, microphotographs, or reproductions shall be preserved in such 
manner as the Board of Directors of the Corporation shall prescribe 
and the original records, papers, or documents may be destroyed or 
otherwise disposed of as the Board shall direct.” 


Recommendation 


Subsection (g) of section 10 should be amended by adding a pro- 
vision that copies of original records, papers, or documents kept by 
the Corporation or in its possession or custody, may be introduced in 
evidence upon certification by the Secretary of the Corporation, over 
the Corporation’s seal, that the copies are true and correct copies of 
the originals. 


Reason 


This change would do away with the burdensome task presently 
required to authenticate copies of records for introduction in evidence 
under rule 44 of the Federal Rules of Civil Procedure. This rule, in 
addition to requiring attestation by the officer having the legal custody 
of the record, requires that such attestation be accompanied by a 
certificate made by one of the specified public officers having a seal to 
the effect that the attesting officer has custody of the record. Under 
this amendment copies of the Corporation’s records would be admissi- 
ble in evidence simply upon certification by the Secretary of the 
Corporation that they are true and correct copies of the originals. 
The amendment would not be in conflict with rule 44 which provides, 
in paragraph (c) thereof, that the rule does not prevent the proof 
of official records by any method authorized by any applicable statute. 
This amendment would also clarify the present subsection 10 (g) 
which makes such copies admissible in evidence but fails to prescribe 
the manner for authenticating copies of such records by the Secretary 
of the Corporation. 
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105. Derostr INsurRANcCE FUND 


Existing law 

Subsection (a) of section 11 of the Federal Deposit Insurance Act, 
as amended (12 U.S. C. 1821 (a)): 

“The Temporary Federal Deposit Insurance Fund and the Fund 
For Mutuals heretofore created pursuant to the provisions of section 
12B of the Federal Reserve Act, as amended, are hereby consolidated 
into a Permanent Insurance Fund for insuring deposits, and the 
assets therein shall be held by the Corporation for the uses and purposes 
of the Corporation: Provided, That the obligations to and rights of 
the Corporation, depositors, banks, and other persons arising out of 
any event or transaction prior to the effective date of this amendment 
shall remain unimpaired. On and after August 23, 1935, the Corpora- 
tion shall insure the deposits of all insured banks as provided in this 
Act: Provided further, That the insurance shall apply only to deposits 
of insured banks which have been made available since March 10, 1933, 
for withdrawal in the usual course of the banking business: Provided 
further, That if any insured bank shall, without the consent of the 
Corporation, release or modify restrictions on or deferments of deposits 
which had not been made available for withdr: wal in the usual course 
of the banking business on or before August 23, 1935, such deposits 
shall not be insured. The maximum amount of the insured deposit 
of any depositor shall be $10,000: And provided further, That in the 
case of banks closing prior to the effective date of this amendment, 
the maximum amount of the ins sured deposit of any depositor shall 
be $5,000.” 


Recommendation 


Subsection (a) of section 11 should be amended to provide only that 
the assets of the Corporation shall be held in a deposit insurance fund 
for insuring deposits and for other uses and purposes of the Corpora- 
tion, and that the maximum amount of the insured deposit of any 
depositor shall be $10,000. 


Reason 


The provisions of this subsection other than those relating to the 
insurance fund and the maximum amount of the insured deposit of 
any depositor are obsolete. The words “permanent insurance fund” 
were used in the 1935 amendments of the act presumably to distin- 
guish the fund from the temporary Federal deposit insurance fund 
existing before such amendments. The recommended “deposit insur- 
ance fund” is considered more appropriate. 


106. LaABILITyY oF CORPORATION FOR INSURED DEPosITs 


Existing law 

Subsections (b) and (f) of section 11 of the Federal Deposit Insur- 
ance Act, as amended (12 U. S. C. 1821 (b) and (f)): 

“(b) For the purposes of this Act an insured bank shall be deemed 
to have been closed on account of inability to meet the demands of its 
depositors in any case in which it has been closed for the purpose of 
liquidation without adequate provision being made for payment of 
its deposito rs. 
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“(f) Whenever an insured bank shall have been closed on account of 
inability to meet the demands of its depositors, payment of the msured 
deposits in such bank shall be made by the Corporation as soon a 
possible, subject to the provisions of subsection (g) of this section 
either (1) by cash or (2) by making avai lab le to each depositor a tr: ins 
ferred deposit in a new bank in the same community or in anothe? 
insured bank in an amount equal to the insured deposit of such de 
positor : Provided, That the Corporation, in tts discretion, may require 
proof of claims to be tiled before paying the insured deposits, and 
that in any case where the Corporation is not satisfied as to the 
validity of a claim for an insured deposit, it may require the final 
determination by a court of competent jurisdiction before paying such 
claim.” 


Re CONLIMNNE ndation 


Subsection (b) of section 11 should be amended to provide that an 
insured bank shall be deemed to have been closed on account of 
ability to meet the demands of its depositors in any case in whieh if 
has been closed without adequate provision being made for the pay 
ment of insured deposits. 

Subsection (f) of section 11 should be amended by deleting thi 
proviso clause therefrom and transferring it to a new subsection (h). 

A new subsection (g) should be added to section 11 to provide that 
in the event that pursuant to State or Federal law the control of any 
insured bank is assumed by a receiver, conservator, or other statutor 
authority without adequate provision being made for the payment 
of the insured deposits, thereupon the Corpor ation shall promptly 
pay to depositors their insured deposits as herein provided, and upon 
such payment the Corporation shall be subrogated, in accordance with 
the provision of subsection (i) (subsection (g¢) of existing law), to the 

rights of such EP. ‘® the extent of such payment. 

A new subsection (h) should be added to section 11 to include the 
present proviso clause of Galena (f) of section uf and a provision 
that for the purpose of discharging its insurance obligation the Cor 
poration shall have access to all books and records of the insured 
bank. 

Subsection (g) of section 11 should be redesignated subsection (i). 
Reason 

The existing law matures the Corporation’s liability for payment 
of insured ahi wate an insured bank has been closed for liquida- 
tion without adequate provision being made for payment of its de- 
positors. The recommended amendment would asstire depositors of 
the payment of their insured deposits whenever an insured bank ha 
been closed for any reason, or, while open, has been placed under 
the control of a receiver, conservator, or other statutory authority, 
without adequate provision being made for the payment of its insured 
deposits. This will prevent tf the } postponement of the payment of 
insured deposits by action of a bank supervisory authority in closing 
an insured bank or placing it in conservatorship for indefinite periods 
for purposes other a liquidation. Access by the Corporation to 
the books and records of an insured bank is essential for the purpose 
of discharging the insurance obligation of the Corporation. 


83668—56 10 
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107. ApprrionaL LiaApiitiry or Nationa BANK STOCKHOLDERS 


Existing law 

Subsection (d) of section 11 of the Federal Deposit Insurance Act, 
as amended (12 U.S. C. 1821 (d)): 

“Notwithstanding any other provision of law, it shall be the duty 
of the Corporation as such receiver to cause notice to be given, by 
advertisement in such newspapers as it may direct, to all persons hav- 
ing claims against such closed bank pursuant to section 5235 of the 
Revised Statutes (U.S. C. title 12, sec. 193) ; to realize upon the assets 
of such closed bank, having due regard to the condition of credit in 
the locality ; to enforce the individual liability of the stockholders and 
directors thereof; and to wind up the affairs of such closed bank in 
conformity with the provisions of law relating to the liquidation of 
closed national banks, except as herein otherwise provided. The Cor- 
poration as such receiver shall pay to itself for its own account such 
portion of the amounts realized from such liquidation as it shall be 
entitled to receive on account of its subrogation to the claims of de- 
positors, and it shall pay to depositors and other creditors the net 
amounts available for distribution to them. The Corporation as such 
receiver, however, may, in its discretion, pay dividends on proved 
claims at any time after the expiration of the period of advertisement 
made pursuant to the aforesaid section of the Revised Statutes, and 
no liability shall attach to the Corporation itself or as such receiver 
by reason of any such payment for failure to pay dividends to a 
claimant whose claim is not proved at the time of any such payment. 
With respect to any such closed bank, the Corporation as such receiver 


shall have all the rights, powers, and privileges now possessed by or 
hereafter granted by law to a receiver of a national bank or District 
bank and notwithstanding any other provision of law in the exercise 
of such rights, powers, and privileges the Corporation shall not be 
subject to the direction or supervision of the Secretary of the Treasury 
or the Comptroller of the Currency.” 


Recommendation 


The first sentence of subsection (d) of section 11 should be amended 
to delete the reference to individual lability of stockholders of na- 
tional banks. 

Reason 


The additional liability of stockholders of national banks has been 
terminated. 


108. New Natronat Bank OrGAnizep To Assume Depostrs 
Existing law 


Subsections (h) to (1), inclusive, of section 11 of the Federal De- 
posit Insurance Act, as amended (12 U.S. C. 1821 (h) to (1)): 

“As soon as possible after the closing of an insured bank, the Cor- 
poration, if it finds that it is advisable and in the interest of the de- 
positors of the closed bank or the public, shall organize a new national 
bank to assume the insured deposits of such closed bank and otherwise 
to perform temporarily the functions hereinafter provided for. The 
new bank shall have its place of business in the same community as 
the closed bank. 
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“The articles of association and the organization certificate of the 
new bank shall be executed by representatives designated by the Cor- 
poration. No capital stock need be paid in by the Corporation. The 
new bank shall not have a board of directors, but shall be managed by 
an executive officer appointed by the Board of Directors of the Corpo- 
ration who shall be subject to its directions. In all other respects the 
new bank shall be organized in accordance with the then existing pro- 
visions of Jaw relating to the organization of national banking asso- 
ciations. The new bank may, with the approval of the Corporation, 
accept new deposits which shall be subject to withdrawal on demand 
and which, except where the new bank is the only bank in the com- 
munity, shall not exceed $10,000 for any depositor. The new bank, 
without application to or approval by the Corporation, shal] be an in- 
sured bank and shall maintain on deposit with the Federal Reserve 
bank of its district reserves in the amount required by law for member 
banks, but it shall not be required to subscribe for stock of the Federal 
Reserve bank. Funds of the new bank shall be kept on hand in cash, 
invested in obligations of the United States, or in obligations guaran- 
teed as to principal and interest by the United States, or deposited 
with the Corporation, with a Federal Reserve bank, or, to the extent 
of the insurance coverage thereon, with an insured bank. The new 
bank, unless otherwise authorized by the Comptroller of the Currency, 
shall transact no business except that authorized by this Act and as 
may be incidental to its organization. Notwithstanding any other 
provision of law the new bank, its franchise, property, and income 
shall be exempt from all taxation now or hereafter imposed by the 
United States, by any Territory, dependency, or possession thereof, or 
by any State, county, municipality, or local taxing authority. 

“Upon the organization of a new bank, the Corporation shall 
' promptly make available to it an amount equal to the estimated insured 
deposits of such closed bank plus the estimated amount of the expenses 
of operating the new bank, and shal] determine as soon as possible 
the amount due each. depositor for his insured deposit in the closed 
bank, and the total expenses of operation of the new bank. Upon such 
determination, the amounts so estimated and made available shall be 
adjusted to conform to the amounts so determined. Earnings of the 
new bank shall be paid over or credited to the Corporation in such 
adjustment. If any new bank, during the period it continues its 
status as such, sustains any losses with respect to which it is not 
effectively protected except by reason of being an insured bank, the 
Corporation shall furnish to it additional funds in the amount of 
such losses. The new bank shall assume as transferred deposits the 
payment of the insured deposits of such closed bank to each of its 
depositors. Of the amounts so made available, the Corporation shall 
transfer to the new bank, in cash, such sums as may be necessary to 
enable it to meet its expenses of operation and immediate cash demands 
on such transferred deposits, and the remainder of such amounts shall 
be subject to withdrawal by the new bank on demand. 

“Whenever in the judgment of the Board of Directors it is desirable 
to do so, the Corporation shall cause capital stock of the new bank to 
be offered for sale on such terms and conditions as the Board of Di- 
rectors shall deem advisable in an amount sufficient, in the opinion of 
the Board of Directors, to make possible the conduct of the business 
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of the new bank on a sound basis, but in no event less than that re- 
quired by section 5138 of the Revised Statutes, as amended (U.S. C., 
title 12, sec. 51), for the organization of a national bank in the place 
where such new bank is located. The stockholders of the closed in- 
sured bank shall be given the first opportunity to purchase any shares 
of common stock so offered. Upon proof that an adequate amount of 
capital stock in the new bank has been subscribed and paid for in cash, 
the Comptroller of the Currency shall require the articles of associa- 
tion and the organization certificate to be amended to conform to the 
requirements for the organization of a national bank, and thereafter, 
when the requirements of law with respect to the organization of a 
national bank have been complied with, he shall issue to the bank : 
certificate of authority to commence business, and thereupon the bank 
shall cease to have the status of a new bank, shall be managed by 
directors elected by its own shareholders and may exercise all the 
powers granted by law, and it shall be subject to all the provisions of 
law relating to national banks. Such bank shall thereafter be an 
insured national bank, without certification to or approval by the 
Corportion. 

“If the capital stock of the new bank is not offered for sale, or if an 
adequate amount of capital for such new bank is not subscribed and 
paid for, the Board of Directors may offer to transfer its business to 
any insured bank in the same community which will take over its 
assets, assume its liabilities, and pay to the Corporation for such busi- 
ness such amount as the Board of Directors may deem adequate; or the 
Board of Directors in its discretion may change the location of the new 
bank to the office of the Corporation or to some other place or may at 
any time wind up its affairs as herein provided. Unless the capital 
stock of the new bank is sold or its assets are taken over and its liabili- 
ties are assumed by an insured bank as above provided within two years 
from the date of its organization, the Corporation shall wind up the 
affairs of such bank, after giving such notice, if any, as the Comp- 
troller of the Currency may require, and shall certify to the Comp- 
troller of the Currency the termination of the new bank. Thereafter 
the Corporation shall be liable for the obligations of such bank and 
shall be the owner of its assets. The provisions of sections 5220 and 
5221 of the Revised Statutes (U.S. C., title 12, sees, 191 and 182) shall 
not apply to such new banks.” 

Recommendation 

(a) The seventh sentence of subsection (i) of section 11 should be 
amended to provide that a new bank shall transact no business except 
that authorized by the Federal Deposit Insurance Act and as may be 
incidental to its organization, provided however that the Comptroller 
of the Currency, in his discretion, may authorize the bank to transact 
such other business as a national bank may transact. 

(6) The second sentence of subsection (1) of section 11 should be 
amended by adding a provision that the Corporation may extend the 
2-year limitation on the operation of such a new national bank for 

eriods of 6 months, but not in excess of 2 additional years, when the 
oard of Directors determines that the continuance of the new bank 
is necessary to meet the needs and convenience of the community. 
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Reason 

(a) This amendment would clarify the seventh sentence of subsec- 
tion ") to expressly state what it now implies. 

(6) This amendment of the second sentence of subsection (1) would 


enable the Coprets to continue the operation of the new national 
bank to meet the needs and conveniences of the community. 


Both amendments would better enable the new bank to serve the 
community in emergency situations. 


109. Recerver OF AN INsuRED BANK 


Existing law 

Subsection (a) of section 12 of the Federal Deposit Insurance Act, 
as amended (1: 2U . S. C. 1822 (a)): 

“Notwithstanding any other provision of law, the Corporation as 
receiver of a closed national bank or District bank shall not be re- 
quired to furnish bond and shall have the right to appoint an agent 
or agents to assist it in its duties as such receiver, and all fees, com- 
pensation, and expenses of liquidation and administration thereof shall 
be fixed by the Corporation, and may be paid by it out of funds 
coming into its possession as such receiver.” 

Recommendation 

The provision in subsection (a) of section 12 should be transferred 
to subsection (d) of section 11, which relates to the powers and duties 
of the Corporation as receiver "of insured national and district banks. 
A new prov ision should be substituted in subsection (a) of section 12 
to provide that persons employed by the Corporation, acting as re- 
ceiver of any insured State, national, or district bank, to assist the 
Corporation in a particular receivership shall be considered employees 
of the receivership estate and shall not be deemed for any purpose to 
he employees of the Corporation. 

Reason 

This will make clear that temporary employees employed for a 
particular receivership of a closed insured bank are not employees of 
the Corporation, so that such employees will be eligible for the same 
benefits of workmen’s compensation laws and social security and 
unemployment laws, as employees of the bank were. There is now 
a substantial degree of confusion and conflict in these areas on the 
part of both State and Federal agencies with respect to the status of 
temporary receivership employees. The amendment will remove this 
confusion and conflict and clearly fix the status of such employees. 


110. Liasimrry or Depostror As STOCKHOLDER oF CLosep BANK 


Existing law 

Subsection (d) of section 12 of the Federal Deposit Insurance 
Act, as amended (12 U.S.C. 1822 (d)) 

“The Corporation may withhold payment of such portion of the 
insured deposit of any depositor in a closed bank as may be required 
to provide for the payment of any liability of such depositor as a 
stockholder of the closed bank, or ‘of any liability of such depositor 
to the closed bank or its receiver, which is not offset against a claim 
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due from such bank, pending the determination and payment of such 
liability by such depositor or any other person liable therefor.” 


Recommendation 


Subsection (d) of section 12 should be amended to delete the refer- 
ence therein to any liability of the depositor as a stockholder of the 
closed bank. 


Reason 


The additional liability of stockholders of national banks and of 
all insured State banks, except those in Arizona, has been terminated. 
The Corporation’s interest in any recoveries of such additional lia- 
bility of stockholders has been waived in favor of the stockholders 
by subsection (g) of section 11. Any liability of a stockholder for 
unpaid subscriptions for capital stock would be included in the words 
“any liability of such depositor to the closed bank or its receiver.” 


111. Loans To anp Asset PurcHases From Recetvers or LIQuIDATORS 


Existing law 


Subsection (d) of section 13 of the Federal Deposit Insurance Act, 
as amended (12 U.S. C. 1823 (d)): 

“Receivers or liquidators of insured banks closed on account of in- 
ability to meet the demands of their depositors shall be entitled to 
offer the assets of such banks for sale to the Corporation or as security 
for loans from the Corporation, upon receiving permission from the 
appropriate State authority in accordance with express provisions of 
State law in the case of insured State banks. The proceeds of every 
such sale or loan shall be utilized for the same purposes and in the 
same manner as other funds realized from the liquidation of the assets 
of such banks. In any case where prior to the effective date of this 
amendment, the Comptroller of the Currency has appointed a receiver 
of a closed national bank other than the Corporation, he may, in his 
discretion, pay dividends on proved claims at any time after the expi- 
ration of the period of advertisement made pursuant to section 5235 
of the Revised Statutes (U.S. C., Title 12, sec. 193), and no liability 
shall attach to the Comptroller of the Currency or to the receiver of 
any such national bank by reason of any such payment for failure to 
pay dividends to a claimant whose claim is not proved at the time of 
any such payment. The Corporation, in its discretion, may make loans 
on the security of or may purchase and liquidate or sell any part of 
the assets of an insured bank which is now or may hereafter be closed 
on account of inability to meet the demands of its depositors, but 
in any case in which the Corporation is acting as receiver of a closed 
insured bank, no such loan or purchase shall be made without the 
approval of a court of competent jurisdiction.” 


Recommendation 


The last clause of the first sentence which pertains to the requisite 
permission of State authorities to the sale of assets to or borrowing 
from the Corporation by receivers of State banks should be amended. 
The statute now requires that such permission be in accordance with 
“express provisions of State law” in the case of insured State banks. 
Such permission should be in accordance with “applicable State law.” 

The third sentence of this subsection should be deleted. 
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Reason 

The change from “express provisions of State law” to “applicable 
State law” would extend this clause so as to cover cases where the 
State law does not expressly authorize receivers to sell assets or borrow 
money, but the courts or the Attorney General may hold that receivers 
of banks of that State nonetheless have that power. The third sentence 
of subsection (d) of section 13 should be deleted because it is obsolete. 


112. Civin-Service Retirement AND Disanmiry BeNrrirs AND 
Emp.oyees’ COMPENSATION BENEFITS 
Existing law 

The first three sentences of subsection (a) of section 4 of the Civil 
Service Retirement Act of May 29, 1930, as amended by Public Law 
854, 84th Congress, approved July 31, 1956: 

“From and after the first day of the first pay period which begins 
on or after the effective date of the Civil Service Retirement Act 
Amendments of 1956, there shall be deducted and withheld from each 
employee’s basic salary an amount equal to 614 per centum of such 
basic salary and from each Member’s basic salary an amount equal to 
71% per centum of such basic salary. From and after the first day of 
the first pay period which begins after June 30, 1957, an equal sum 
shall also be contributed from the respective appropriation or fund 
which is used for payment of his salary, pay or compensation, or in 
the case of an elected official, from such appropriation or fund as may 
be available for payment of other salaries of the same office or estab- 
lishment. The amounts so deducted and withheld by each department 
or agency, together with the amounts so contributed, shall, in accord- 
ance with such procedures as may be prescribed by the Comptroller 
General of the United States, be deposited by the department or agency 
in the Treasury of the United States to the credit of the fund.” 

Subsection (b) of section 40 of the Federal Employees Compensa- 
tion Act, as amended (5 U.S. C. 790): 

“The term ‘employee’ includes (1) all civil officers and employees 
of all branches of the Government of the United States (including 
officers and employees of instrumentalities of the United States wholly 
owned by the United States); * * *” 

Subsection (a) of section 1501 of the Social Security Act (42 U.S.C. 
1361) : 

“The term ‘Federal service’ means any service performed after 1952 
in the employ of the United States or any instrumentality thereof 
which is wholly owned by the United States, * * *” 
Recommendation 

The Federal Deposit Insurance Act should be amended to provide 
(a) for the payment by the Corporation of the Government’s share 
of the cost of civil-service retirement and disability benefits from the 
creation of the Corporation to the first day of the first pay period 
beginning after June 30, 1957, when agency contributions of 614 per- 
cent of salaries are required to be paid to the Treasury under section 
4 (a) of the Civil Service Retirement Act of May 29, 1930, as amended, 
(6) for the payment into the employees’ compensation fund of the 
amount of the benefit payments made from such fund on account of 
the Corporation’s officers and employees prior to January 1, 1957, and 
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thereafter annually the amount of such benefit payments made on the 
account of the Corporation’s officers and employees, and (¢) ae 
the benefits of the Federal Employees Compensation Act (5 U. 5 
751-791 and 793) and the Federal employees’ unemployment compen 
sation ber nefits of title XV of the Social Security Act (42 U. 
1361-1370) to the officers and employees of the Corporation. 


Reason 

(a) and (6) The Federal Deposit Insurance Corporation operates 
without any appropriated funds; its income is derived from assess- 
ments paid to it by insured banks. The Corporation has refunded, 
with interest, the original investment of $289 million in its capital 
stock made by the United States Treasury and the Federal Reserve 
banks and it has accumulated a reserve insurance fund in excess of 
$1.6 billion, while caring for operating costs and losses. By the amend- 
ments here offered the Cor poration proposes to remove all vestige of 
Government subsidy from its operations and to repay to the Govern- 
ment all sums heretofore advanced by it on account of benefits that 
have accrued to the Corporation’s employees by reason of the subsidies 
mentioned in the amendments. 

The amendments authorize the Corporation to pay the Govern- 
ment’s share of the cost of civil-service retirement and disability bene- 
fits which have heretofore accrued and, in the future, to make current 
payments of such costs as they mature. Further, the Corporation 
desires to compensate the Government for benefits that have heretofore 
accrued on account of the benefits under the workmen’s compensation 
laws and, in the future, to pay its fair share of the costs of workmen’s 
compensation as they mature. 

For several years the Comptroller General in his audit reports 
has recommended the enactment of legislation which would direct the 
action proposed herein in reference to retirement, disability and work- 
men’s compensation benefits. In the 1953 audit report it was estimated 
that benefits theretofore received by the Corporation’s personnel on 
account of these laws would amount to approximately $2.5 million and 
that the annual carrying charges therefor would be approximately 
$300,000. The current estimates fix the backlog obligation at approxi- 
mately $3.5 million. The Corporation now proposes to relieve the 
‘Treasury of these burdens, and to assume full responsibility not only 
for the future costs t] _— but to refund to the Government those 
costs which have been borne by the Government in the past. 

There is no provision for any payment to the Secretary of Labor for 
the unemployment compensation benefits to persons by reason of their 
employment by the Corporation. Because the number of employees 
of the Corporation is relatively small, disbursements for unemploy- 
ment benefits would undoubtedly also be small, possibly amounting to 
$1,000 to $1,500 annually. The proposal of such payment was met with 
the opinion that the increased overall cost of agency accounting and 
payment, as well as the compounding of administrative problems,  mili- 

tates strongly against any allocation of unemployment compensation 

costs of Federal ‘employ ees to the individual agencies. It was pointed 
out that such an allocation would require additional records in ever y 
one of the 51 jurisdictions disbursing Federal employee benefits. It 

vould pose the problem of devising | some method of separating the 
overall costs of administering the Federal-State unemployment com- 
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pensation program from the costs of administering that portion whieh 
relates to Federal benefits. It would also involve proration of costs 
between Federal agencies where employment with more than one 
agency is involved and State laws do not, in general, make such pro- 
rating possible. It appears that the cost of determining the amount 
of the benefits to former employees of this Corporation would exceed 
7 amount of the benefits received by such employees 

c) The Corporation desires to mi ike certain the applic ation of the 
Ww ee s compensation laws and Federal employees unemployment 
compensation laws to its employees. There exists a difference of opin- 
ion between the Department of Labor and the Corporation as to the 
applicability of these laws to the Corporation. To eliminate this un- 
certainty, these laws should be expressly extended to the officers and 
employees of the Corporation. 


113. AccounTING AND AUDITING OF THE CORPORATION ON CALENDAR 
Yrar Basts 

Existing law 

The first and second sentences of subsection (c) of in 17 of the 
Federal Deposit Insurance Act, as amended (12 U.S. C. 1827 (c)): 

“A report of the audit for each fiscal year aside on ee 30 shall be 
made by the Comptroller General to the Congress not later than Jan- 
uary 15 following the close of such fiscal year. On or before December 
15 following such fiscal year the ¢ ‘omptroller General shall furnish the 
Corporation a short form report showing the financial position of the 
Corporation at the close of the fiscal year.” 

The last sentence of subsection (b) of section 17 of the Federal De 
posit Insurance Act, as amended (12 U.S. C. 1827 (b)): 

“The audit shall begin with financial transactions occurring on and 
after August 31, 1948.” 
Recommendation 

a) The first and second sentences of subsection (c) of section 17 

should be amended to make the calendar year the fiscal year of the Cor- 
poration, to provide for the audit of the Corporation by the Comptrol- 
ler General on the calendar year basis rather than for each year ending 
on June 30 and to provide that the Comptroller General furnish 
the Corporation with a short form report of the financial position of 
the Corporation at the close of the calendar year, if possible, in time 
for inclusion of the report in the Corporation’s annual report to Con- 
gress. 

(6) The last sentence of subsection (b) of section 17 sheuld be 
deleted. 
Reason 

(a) By statute, accounting by the Corporation and auditing by the 
General Accounting Office are on the basis of a fiscal year ending 
June 30. Also by statute, the Corporation is required to make an 
annual report to Congress on a calendar basis. Further, the calcula- 
tion and determination of assessment credits which are provided in the 
act for the benefit of insured banks must be made on the basis of opera- 
tions on a calendar year basis. The complication of requiring finan- 
cial statements of operations and accountings to be made, for certain 
purposes, on a fiscal June 30 basis, and, for other purposes, on a calen- 
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dar year basis, has been confusing and burdensome. It has resulted in 
unnecessary and duplicate work on the part of the financial and ac- 
counting personnel of the Corporation. The Comptroller General, on 
many occasions, has recommended that his audit report on the Corpo- 
ration’s operations be made on a calendar year basis. Under the pro- 
posed amendments the Corporation accounting and GAO auditing 
would be on the basis of a calendar year. 

(b) The last sentence of subsection (b) of section 17 is obsolete and 
therefore should be deleted. 


114. ReGuLatTion or BanK MeErGERS 


Existing law 


The present laws concerning bank mergers are summarized in the 
report of the Senate Committee on Banking and Currency (S. Rept. 
No. 2583, 84th Cong., pp. 2-4). 

The first three sentences of subsection (c) of section 18 of the Fed- 
eral Deposit Insurance Act, as amended (12 U.S. C. 1828 (c)): 

“Without prior written consent by the Corporation, no insured 
bank shall (1) merge or consolidate with any noninsured bank or 
institution or convert into a noninsured bank or institution or (2) 
assume liability to pay any deposits made in, or similar liabilities of, 
any nonnsured bik or institution or (3) transfer assets to any non- 
insured bank or institution in consideration of the assumption of 
liabilities for any portion of the deposits made in such insured bank. 
No insured bank shall convert into an insured State bank if its capi- 
tal stock, or its surplus will be less than the capital stock or surplus, 
respectively, of the converting bank at the time of the shareholders’ 
meeting approving such conversion, without prior written consent 
by the Comptroller of the Currency if the resulting bank is to be a 
District bank, or by the Board of Governors of the Federal Reserve 
System if the resulting bank is to be a State member bank (except a 
District bank), or by the Corporation if the resulting bank is to be 
a State nonmember insured bank (except a District bank). No in- 
sured bank shall (i) merge or consolidate with an insured State bank 
under the charter of a State bank or (ii) assume liability to pay any 
deposits made in another insured bank, if the capital stock or sur- 
plus of the resulting or assuming bank will be less than the aggregate 
capital stock or aggregate surplus, respectively, of all the merging or 
consolidating banks or of all the parties to the assumption of liabili- 
ties, at the time of the shareholders’ meetings which authorized the 
merger or consolidation or at the time of the assumption of liabilities, 
unless the Comptroller of the Currency shall give prior written con- 
sent if the assuming bank is to be a national bank or the assuming or 
resulting bank is to be a District bank; or unless the Board of Gov- 
ernors of the Federal Reserve System gives prior written consent 
if the assuming or resulting bank is to be a State member bank (except 
a District bank) ; or unless the Corporation gives prior written con- 
sent if the assuming or resulting bank is to be a nonmember insured 
bank (except a District bank).” 


[Recommendation 


The third sentence of subsection (c) of section 18 should be amended 
as provided in S. 8911, 84th Congress, which passed the Senate. 
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Reason 


The proposed amendment provides full and adequate protection to 
the public for the screening of bank merger, consolidation and acquisi- 
tion transactions, and hence is in accord with the program of the 
President. The amendment is couched in language to assure safe- 
guards for banking and the public alike, while at the same time it 
does not place the administering agencies in a strait jacket by posi- 
tive prohibitions against transactions which may be in the public 
interest. Finally, it vests the responsibility of the administration 
of the authority granted in those agencies which, by experience and 
knowledge, are best qualified to make the determinations contemplated 
by the law. The proposal provides the most effective and efficient 
means of accomplishing the end result of serving both the interests 
of banking and of the public alike. 


115. Loans ro EXAMINERS OF THE CORPORATION 


Existing law 
Sections 217 and 218 of title 18 of the United States Code: 


“Offer of loan or gratuity to bank examiner 


“Whoever, being an officer, director or employee of a bank which 
is a member of the Federal Reserve System or the deposits of which 
are insured by the Federal Deposit Insurance Corporation, or of any 
National Agricultural Credit Corporation, or of any lank bank, na- 
tional farm Joan association or other institution subject to examina- 
tion by a farm credit examiner, makes or grants any loan or gratuity, 
to any examiner or assistant examiner who examines or has authority 
to examine such bank, corporation, or institution, shall be fined not 
more than $5,000 or imprisoned not more than one year, or both; and 
may be fined a further sum equal to the money so loaned or gratuity 
given. 

“The provisions of this section and section 218 of this title shall 
apply to all public examiners and assistant examiners who examine 
member banks of the Federal Reserve System or insured banks, or 
National Agricultural Credit Corporations, whether appointed by the 
Comptroller of the Currency, by the Board of Governors of the Fed- 
eral Reserve System, by a Federal Reserve Agent, by a Federal Re- 
serve bank or by the Federal Deposit Insurance Corporation, or ap- 
pointed or elected under the laws of any state; but shall not apply to 
wrivate examiners or assistant examiners employed only by a clearing- 
fbi association or by the directors of a bank. 


“Acceptance of loan or gratuity by bank examiner 


“Whoever, being an examiner or assistant examiner of member 
banks of the Federal Reserve System or banks the deposits of which 
are insured by the Federal Deposit Insurance Corporation, or a farm 
credit examiner or examiner of National Agricultural Credit Corpo- 
rations, accepts a loan or gratuity from any bank, corporation, asso- 
ciation or organization examined by him or from any person con- 
nected therewith, shall be fined not more than $5,000 or imprisoned 
not more than one year, or both; and may be fined a further sum equal 
to the money so loaned or gratuity given, and shall be disqualified from 
holding office as such examiner.” 
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The first three sentences of subsection (b) of section 10 of the Fed- 
eral Deposit Insurance Act, as amended (12 U.S. C. 1820 (b)): 

“The Board of Directors shall appoint examiners who shall have 
power, on behalf of the Corporation, to examine any insured State 
nonmember bank (except a District bank), any State nonmember 
bank making application to become an insured bank, and any closed 
insured bank, whenever in the judgment of the Board of Directors 
un examination of the bank is necessary. In addition to the examina- 
tions provided for in the preceding sentence, such examiners shall 
have like power to make special examination of any State member 
bank and any national bank or District bank, whenever in the judg- 
ment of the Board of Directors such special examination is necessary 
to determine the condition of any such bank for insurance purposes. 
Each such examiner shall have power to make a thorough examination 
of all the affairs of the bank and in doing so he shall have power to 
administer oaths and to examine and take and preserve the testimony 
of any of the officers and agents thereof, and shall make a full and 
detailed report of the condition of the bank to the Corporation.” 


Recommendation 


Section 217 should be amended to make sections 217 and 218 inappli- 
cable to loans by national banks, district banks and State member 
banks to examiners and assistant examiners of the Federal Deposit 
Insurance Corporation when such loans are made in accordance with 
regulations prescribed by the Board of Directors of the Corporation. 
Reason 

Examiners of the Corporation regularly examine only insured State 


banks which are not members of the Federal Reserve System and may 
make a special examination of any State member bank, national bank 
or district bank, only when in the judgment of the Board of Directors 
such special examination is necessary to determine the condition of 
any such bank for insurance purposes. 

Examiners of the Corporation are now prohibited from borrowing 
from any insured bank, because of their authority to examine any in- 
sured bank. As a result they are denied reasonable bank credit fa- 
cilities and must obtain funds for their needs elsewhere at higher 
rates. Other State and Federal examiners do not have authority to 
examine all insured banks and may borrow from banks which are not 
within their jurisdiction. With the proposed amendment, examiners 
of the Corpoartion would be able to obtain reasonable bank credit 
facilities. The Corporation by regulation could require notice of any 
borrowings by its examiners from national, district and State member 
banks. In the event of a special examination of such a bank, this in- 
formation would enable the assignment of examiners who are not bor- 
rowers of the bank. 





RECOMMENDATIONS OF THE FEDERAL HOME 
LOAN BANK BOARD 


Lerrer or TRANSMITTAL 


FeperRAL Home Loan Bank Boarp, 
Washington, D. C., October 1, 1956. 


Re Study of Federal laws relating to financial institutions and 
credit. 


Hon. A. Wituts Ropertson, 
Chairman, Subcommittee on Banking, Committee on Banking 
and Currency, United States Senate, Washington, D.C. 

Dear Senator Rosertson : This is in reply to your letter of July 20, 
1956, requesting recommendations by this Board not later than the 
irst week in October (this date was subsequently changed by a tele- 
phone call from Mr. Don Rogers of your staff advising that the report 
must be submitted not later than October 1), with respect to the elimi- 
nation of obsolete and overlapping provisions of statutes administered 
by the Federal Home Loan Bank Board and the addition of new pro- 

visions designed to bring such statutes up to date so that financial and 
credit institutions may better meet the needs of the people. 

Attached are 30 copies of the recommendations and suggestions of 
the Board in the form suggested by Mr. Rogers. 

We would have preferred to present all recommendations in specific 
and detailed form; however, the time limitation imposed made it 
necessary that certain proposals for changes in the statutes relating 
to problems believed to be of basic importance to the Board be set 
forth in our recommendations in a less formal manner. Since the 
time available to the Board, and particularly to the Chairman, did not 
permit a completion of our study, we are continuing the same and 
should any additional amendments or changes in the proposals sub- 

mitted be indicated we trust that the Board will be afforded an oppor- 
tunity to present such amendments to your committee at a later date. 

In view of your request for a submission of our recommendations 
by October 1, they are being forwarded to you without prior clearance 
with the Bureau of the Budget. Accordingly, we are unable at this 
time to advise of the relationship of the attached recommendations to 
the program of the President. Copies of this report are being trans- 
mitted to the Bureau of the Budget and the Board will transmit such 
advice as it may receive with respect to such relationship. 

Sincerely yours, 
Apert J. Ropertson, Chairman. 


GENERAL STATEMENT 


in addition to the suggested specific changes set forth below there 
are also set forth, in a less formal manner, certain changes or pro- 
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yosals for changes in these statutes relating to problems which is 
ene will be of basic importance to the Federal Home Loan Bank 
Board in carrying out its responsibilities in the supervision of fed- 
erally chartered savings and loan associations, the chartering of new 
associations, the granting of insurance by the Federal Savings and 
Loan Insurance Corporation, and the regulation of such insured 
institutions. 


RELATIONSHIPS BETWEEN SAVINGS AND LOAN ASSOCIATIONS AND AFFILIATES 


It is suggested that the most serious consideration be given to the 
auestion of amending the Federal Home Loan Bank Act, the Home 
Owners’ Loan Act of 1933, and title [V of the National Housing Act, 
or such of them as may be necessary, so that the Federal Home Loan 
Bank Board may have express power to make rules and regulations 
with respect to the relationships of and business transactions between 
members of the Federal home loan banks, and institutions the accounts 
of which are insured by the Federal Savings and Loan Insurance 
Corporation, on the one hand, and individuals, corporations, and 
organizations that are “affiliates” of such institutions. The need for 
such specific statutory authority is necessary because of the indica- 
tions of instances of self-dealing on the part of such affiliated in- 
dividuals and organizations in transactions and relationships with 
savings and loan institutions with which they are affiliated. 

While the specific form which such amendments might or should 
take is a matter which deserves careful and mature consideration, it 
would appear that it should include power in the Board to define 
what constitutes an affiliate for the purpose of such regulation; pro- 
vision for information and reports by such affiliates and examination 
thereof by the Board’s examiners; and further provision that failure 
or refusal by any such member or insured institution or affiliate 
thereof to furnish the Board all information and reports as to the 
condition, operation, or management of any such affiliate, or to per- 
mit examination of an affiliate as above, or violation by any such in- 
stitution or affiliate thereof of any provision of statute or of regula- 
tions made by the Board with respect to affiliates shall make manda- 
tory the termination of the institution’s membership or insurance or 
the removal of the responsible director or officer of such institution, 
without regard to any other provision of law or regulation. 


STRENGTHENING OF EXAMINATION POWERS 


At present, this agency has general powers of examination under 
section 5 of the Home Owners’ Loan Act of 1933 with respect to Fed- 
eral savings and loan associations, and general powers of examination 
under subsection (b) of section 403 of the National Housing Act with 
respect to institutions the accounts of which are insured by the Federal 
Savings and Loan Insurance Corporation. It does not have com- 
parable powers of examination with respect to institutions which are 
members of a Federal home loan bank but are not federally chartered 
or so insured. With respect to those member institutions the Board’s 
powers of examination in the absence of further legislation, would, in 
general, be limited to cases where there was no State examination 
(there is only one remaining State in which there is no State ex- 
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amination of savings and loan associations) or where the Board might 
deem the State examination inadequate as set forth in section 8 of the 
Federal Home Loan Bank Act. 

Nevertheless, the Board has been charged with definite responsi- 
bilities with respect to Federal home loan bank members, regardless 
of whether the particular member is or is not an insured institution. 
Among these is the responsibility of administering section 5 of the 
Federal Home Loan Bank Act, which places certain limitations on 
interest and similar charges with respect to home mortgage loans, 
and of administering section 5A of that act, which provides that no 
member institution shall make or purchase any loan when its cash and 
obligations of the United States are not equal to the amount prescribed 
by the Board under that section. 

It is felt, therefore, that the Federal Home Loan Bank Act should 
be amended so as to vest in the Board power to examine every savings 
and loan or building and loan association, homestead association, or 
cooperative bank that is a member of a Federal home loan bank, and 
so as to provide that each such institution shall pay to the Board the 
cost of such examination, as determined by the Board. It is also felt 
that, by suitable amendment to the Federal Home Loan Bank Act and 
title IV of the National Housing Act, the examiners of the Board 
should be given ample power to examine the books, records, and 
affairs not only of member and insured institutions but of any and all 
“affiliates” (as that term may be defined by the Board under statutory 
authority) of such member and insured institutions, with power in 
such examiners to administer oaths and to examine, under oath, any 
of the directors, officers, employees, and agents thereof and to make 
a full and detailed report to the Board of the condition of the in- 
stitution and its affiliates. 

Further, it is felt that failure or refusal by any such institution or 
affiliate, or by any director, officer, employee, or agent thereof, to sub- 
mit its books, records, and affairs to examination or inspection by any 
examiner or lawful agent of the Board, or concealment by any of 
them of any of its books, records, or affairs from any such examiner 
or agent, should be grounds for termination by the Board of the in- 
stitution’s bank membership or insurance, without regard to any 


other provision of law or regulation, and that such action by the Board 
be final. 


REGULATION OF FEDERAL HOME LOAN BANK MEMBERS 


It is suggested that serious consideration be given to the question 
whether uninsured members of the Federal Home Loan Bank System 
should not be subject to the same regulation as insured institutions 
with respect to advertising, sales plans and practices, and other 
operating practices. The Board has recently promulgated regulations 
restricting, with respect to insured institutions, the practice of mak- 
ing gifts for the opening or increasing of share accounts or deposits, 
a practice which has gone to extreme lengths in the case of some few 
institutions; and the Board has given notice of a proposed regulation 
to impose a strict limitation on the amount of brokerage commissions 
which may be paid by insured institutions in connection with invest- 
ments in such institutions. 
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For insured institutions to be subjected, in the public interest, to 
these types of regulation while at the same time uninsured institutions 
which are members of the Federal home loan banks and which are in 
competition with such insured institutions are not subjected to cor- 
responding regul: ation raises a serious problem which, as is indicated 
above, deserves serious consideration. 


REMOVAL OF DIRECTORS OR OFFICERS 


The attached suggested amendments to the Home Owners’ Loan 
Act of 1933, as amended, include, in connection with subsection (d) 
of section 5 of that act, a proposed provision authorizing the Board, 
under procedure therein prescribed, to remove a director or officer of 
a Federal savings and loan association who has violated or is violating 
any law or regul: ation relating to such association or who has engage¢ d 
or is engaging in unsafe or unsound practices in conducting the busi- 
ness of such association, or has violated his duty to such association as 
an officer or director. This provision is comparable to that contained 
in section 677 of title 12 of the United States Code with respect to the 
removal by the Board of Governors of the Federal Reserve System 
of a director or officer of a national bank, a bank or trust company 
doing business in the District of Columbia, or a State member bank of 
the Federal Reserve System. 

The Board suggests that, in the consideration of this proposal, seri- 
ous consideration be given to the question whether similar provision 
should not be made with respect to directors and officers of institutions 
which are not federally chartered but are Federal home loan bank 
members or institutions the accounts of which are insured by the 
Federal Savings and Loan Insurance Corporation. 


PERSONS CONVICTED OF CRIMINAL OFFENSES INVOLVING DISHONESTY OR 
BREACH OF TRUST 


It is also suggested that serious consideration be given to the enact- 
ment of a provision that, except with the written consent of the Fed- 
eral Home Loan Bank Board, no person shall serve as a director, 
officer, or employee of a Federal home loan bank member or an insti- 
tution the accounts of which are insured by the Federal Savings and 
Loan Insurance Corporation if such person has been convicted, or is 
convicted after the effective date of such provision, of any criminal 
offense involving dishonesty or breach of trust, and that, for each 
willful violation of such provision, the institution involved shall be 
subject to a penalty of not more than $100 for each day the pro- 
hibition is violated, which penalty may be recovered by the Board 
for its use. Such a provision would be parallel to section 1829 of title 
12 of the United States Code, which is applicable to banks which are 
insured by the Federal Deposit Insurance Corporation. 


CONVERSION OF MUTUAL SAVINGS AND LOAN ASSOCIATIONS INTO STOCK 
COMPANIES 


The Board has under active consideration the adoption of regula- 
tions laying down procedures and standards for cases in which Fed- 
eral savings and loan associations, which are mutual institutions, 
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undertake to convert into State-chartered nonmutual institutions, 
variously known as stock companies, permanent stock associations, 
and guaranty-stock associations. The same problems arise, however, 
where the conversion which is undertaken is a conversion from a State- 
chartered mutual association into a State-chartered stock company, 
and it is suggested that consideration be given to the question whether 
the Federal Home Loan Bank Board should be given power to impose 
comparable regulations where the institution which proposes to con- 
vert from mutual to stock-type operation is not a Federal savings and 
loan association but is a State-chartered mutual institution to ac- 
counts of which are insured by the Federal Savings and Loan Insur- 
ance Corporation. 


FEDERAL HOME LOAN BANK ACT 
116. Genera AMENDMENT 


Eeisting law 

Federal Home Loan Bank Act, as amended (too long for complete 
reproduction here). 
Recommendation 


Amend the Federal Home Loan Bank Act, as amended, by striking 
the word “board” wherever the same appears therein (except where 
used with reference to a board of directors) and inserting in lieu 
thereof in each place the word “Board.” 


Reason 


For uniformity of style and format. 


117. DertniTIons 
Ewisting law 

Section 2 of the Federal Home Loan Bank Act, as amended: 

“As used in this Act— 

“(1) The term ‘board’ means the Federal Home Loan Bank Board. 

“(2) The term ‘Federal Home Loan Bank’ means a bank estab- 
lished by the board under authority of this Act. 

“(3) The term ‘State’ includes the District of Columbia, Guam, 
Puterto Rico, the Virgin Islands of the United States, and the Terri- 
tories of Alaska and Hawaii. 

(4) The term ‘member’ (except when used in reference to a mem- 
ber of the board) means any institution which has subscribed for the 
stock of a Federal Home Loan Bank. 

“(5) The term “home mortgage loan” means a loan made by a 
member or a nonmember borrower upon the security of a home 
mortgage. 

“(6) The term ‘home mortgage’ means a mortgage upon real 
estate, in fee simple, or on a leasehold (1) under a lease for not 
less than ninety-nine years which is renewable or (2) under a lease 
having a period of not less than fifty years to run from the date the 
mortgage was executed, upon which there is located a dwelling for not 
more than four families, and shall include, in addition to first mort- 
gages, such classes of first liens as are commonly given to secure ad- 
vances on real estate by institutions authorized under this Act to 


83668—56——11 





152 STUDY OF BANKING LAWS 


become members, under the laws of the State in which the real estate 
is located, together with the credit instruments, if any, secured thereby. 

“(7) The term ‘unpaid principal,’ when used in respect of a loan 
secured by a home mortgage means the principal thereof less the sum 
of (1) payments made on such principal, and (2) in cases where shares 
or stock are pledged as security for the loan, the payments made on 
such shares or stock plus earnings or dividends appropriated or cred- 
ited thereon. 

“(8) An ‘amortized’ or ‘installment’ home mortgage loan shall, for 
the purposes of this Act, be a home mortgage loan to be repaid or liqui- 
dated in not less than eight years by means of regular weekly, monthly, 
or quarterly payments made directly in reduction of the debt or upon 
stock or shares pledged as collateral for the repayment of such loan. 

“(9) The term ‘nonmember borrower’ includes an institution au- 
thorized to secure advances from a Federal Home Loan Bank under 
the provisions of section 6 (e).” 


Recommendations 


Amend section 2 as follows: (1) by striking in subdivision (1) 
the language “term ‘board’ ” and inserting in lieu thereof the language 
“terms ‘Federal Home Loan Bank Board’ and ‘Board’ ” and by adding 
at the end of said subdivision, immediately before the period, the 
language “referred to in subsection (b) of section 17”;.(2) by striking 
in subdivision (2) the language “by the board”; (3) by amending 
subdivision (3) to read: “(3) The term ‘State’, except as used in the 
proviso to subsection (a) of section 7, includes the District of Columbia 
and the Territories and possessions of the United States. “; (4) by 
amending subdivision (8) as follows: (a) by striking the language “or 
installment” and (b) by striking the language “eight years” and insert- 
ing in lieu thereof the language “six years from the date the loan was 
made”; and (5) by striking all of subdivision (9) after the language 
“‘ ‘nonmember borrower’ ” and inserting in lieu thereof the following: 
“means a nonmember mortgagee as referred to in section 10b”. 


Reasons 


Amendment (1) is needed to change existing references in the act to 
the Board, which were to the five-member board established by the 
original act, so as to make them apply to the present three-member 
board established by Reorganization Plan No. 3 of 1947. Amendment 
(2) is a technical amendment; the present Federal home loan banks 
were established by the original five-member Board, and if the refer- 
ences in the act to the Board are to be changed as suggested in amend- 
ment (1) next above, the Federal home loan banks should no longer 
be referred to as having been established by the Board. Amendment 
(3) would conform the language used in the Federal Home Loan Bank 
Act to that used in subsection (a) of section 403 of the National Hous- 
ing Act, as amended. Amendment (4) would conform the definition 
language of section 2 to the language used in subdivision (2) of sub- 
section (a) of section 10 of the act, which refers to “amortized” home 
mortgages but contains no reference to “installment” home mortgages, 
and would make the maturity requirement consistent with the require- 
ments of that subdivision. Amendment (5) would clarify the term 
“nonmember borrower” by making it clear that the term applies to 
nonmember mortgagees referred to in subsection 10b of the act and 
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that it no longer applies to those nonmember borrowers mentioned in 
subsection (e) of section 6 of the act, which subsection is now obsolete 
and is later herein proposed to be repealed. 


118. Feperan Home Loan Banx Disrricrs 






Existing law 

Section 3 of the Federal Home Loan Bank Act, as amended: 

“As soon as practicable the board shall divide the continental United 
States, Puerto Rico, the Virgin Islands, Guam, and the Territories 
of Alaska and Hawaii into not less than eight nor more than twelve 
districts. Such districts shall be apportioned with due regard to the 
convenience and customary course of business of the institutions eligi- 
ble to and likely to subscribe for stock of a Federal Home Loan Bank 
to be formed under this Act, but no such district shall contain a frac- 
tional part of any State. The districts thus created may be readjusted 
and new districts may from time to time be created by the board, not 
to exceed twelve in all. Such districts shall be known as Federal Home 
Loan Bank districts and may be designated by number. As soon as 

racticable the board shall establish, in each district, a Federal Home 

oan Bank at such city as may be designated by the Board. Its title 
shal! include the name of the city at which it is established.” 


Recommendation 


























Amend section 3 to read as follows: 

“Src. 3. The districts heretofore created or readjusted under this 
section as formerly in force may be readjusted and new districts may 
from time to time be created by the Board, not to exceed twelve in all. 
No such district shall contain a fractional part of any State. There 
shall be, in each district, a Federal Home Loan Bank at such city as 
has heretofore been designated under this section as formerly in force 
or as may be designated by the Board. Its title shall include the 
name of the city at which it is established.” 


Reasons 
This amendment is suggested by the Board (1) because the provi- 


sions of section 3 relating to the original establishment of districts 
are now obsolete and (2) because it is not clear under the existing 
act whether the authority to create new districts is or is not still in 
force. Since, by reason of reduction of the number of districts, it 
might be advisable in the future to create one or more new districts 
(subject to the existing limit that there may not be more than 12), 
the suggested amendment would permit new districts to be created, but 
the number could not at any time exceed 12. 


119. Exicginmitry or MEMBER AND NoNMEMBER BORROWERS 






Existing law 

Subsection (a) of section 4 of the Federal Home Loan Bank Act, as 
amended : 

“(a) Any building and loan association, savings and loan associa- 
tion, cooperative bank, homestead association, insurance company, or 
savings bank, shall be eligible to become a member of, or a nonmember 
borrower of, a Federal Home Loan Bank if such institution (1) is duly 
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organized under the laws of any State or of the United States; (2) is 
subject to inspection and regulation under the banking laws, or under 
similar laws, of the State or of the United States; and (3) makes such 
home mortgage loans as, in the judgment of the board, are long-term 
loans (and in the case of a savings bank, if in the judgment of the 
board, its time deposits, as defined in section 19 of the Federal Reserve 
Act, warrant its making such loans). No institution shall be eligible 
to become a member of, or a nonmember borrower of, a Federal Home 
Loan Bank if, in the judgment of the board, its financial condition is 
such that advances may not safely be made to such institution or the 
character of its management or its home-financing policy is incon- 
sistent with sound and economical home financing, or with the pur- 
poses of this Act.” 


Recommendations 

Amend the subsection (1) by striking the language “or a nonmember 
borrower of,” and the commas preceding and following said language, 
wherever said language appears in said subsection; (2) by deleting 
in the first sentence the language “as defined in section 19 of the Fed- 
eral Reserve Act” and the commas preceding and following said 
language; and (3) by inserting at the end of the first sentence, im- 
mediately before the period, a comma and the following language: 
“and the Board shall have power by regulations or otherwise to define 
the term ‘time deposits’ as used in this sentence.” 


Reasons 

Amendment (1) would strike obsolete references to “nonmember 
borrowers.” Amendments (2) and (3) are needed because section 19 
of the Federal Reserve Act, by reason of amendment after the enact- 
ment of the Federal Home Loan Bank Act, no longer contains a defi- 
nition of the term “time deposits.” 


120. TerrrrorrAL Limitations ON MEMBERSHIP AND ADVANCES 


Existing law 

Subsection (b) of section 4 of the Federal Home Loan Bank Act, 
as amended: 

“(b) An institution eligible to become a member or a nonmember 
borrower under this section may become a member only of, or secure 
advances from, the Federal Home Loan Bank of the district in which 
is located the institution’s principal place of business, or of the bank 
of a district adjoining such district, 1f demanded by convenience and 
then only with the approval of the board.” 


Recommendation 
Amend the subsection by striking the language “under this section” 
and inserting in lieu thereof the language “under this act.” 


Reasons 

Nonmember borrowers now eligible to obtain advances are not 
eligible “under this section” (sec. 4), but are eligible under section 10b. 
The language “under this section” should therefore be changed to 
read “under this Act”, which includes both section 4, the section gov- 
erning the eligibility of members, and section 10b, the section which 
governs the eligibility of nonmember mortgagees. 
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121. Laquipiry or Feperat Home Loan Bank Mempers 


Existing law 

Section 5A of the Federal Home Loan Bank Act, as amended: 

“No member of a Federal Home Loan Bank shall make or purchase 
any loan at any time when its cash and obligations of the United 
States are not equal to such amount as the Home Loan Bank Board 
shall by regulations prescribed: Provided, That such amount shall not 
be less than 4 per centum or more than 8 per centum of the obligation 
of the member on withdrawable accounts or, in the case of any mem- 
ber insurance company, such other base as the Board may determine 
to be comparable. The Board is authorized in said regulations to 
peeeatie from time to time different amounts, within the limitations 

ereinbefore specified, for different classes of member institutions, 
and for such purposes the Board is authorized to classify such mem- 
bers according to type of institution, size, location, rate of with- 
drawals, or such other basis or bases of differentiation as the Board 
may deem to be reasonably necessary or appropriate for effectuating 
the purposes hereof. Failure to comply with the provisions hereof 
shall constitute ground for removal from membership. This section 
shall be effective six months after the date of its enactment.” 


Recommendation 
Amend the section by striking the last sentence and inserting in lieu 
thereof a provision authorizing the Board to provide that for the 
purposes of this section a member’s cash and obligations of the United 
tates shall be the net amount of its cash and obligations of the United 


States after deduction of the amount of specified liabilities or portions 
thereof, and authorizing the Board to classify members for this pur- 
pose on the basis of the turnover of their share accounts or deposits 
or on other appropriate bases. 


Reasons 

The existing provision does not adequately reflect the concept of 
liquidity as an amount of liquid assets related to current obligations. 
The suggested amendment would enable the Board to impose appro- 
priate requirements for net liquidity of member institutions and 
to classify member institutions for this purpose on the basis of appro- 
priate criteria, including the turnover of share accounts or deposits. 


122, Carrrau Stock or Feperat Home Loan Banxs 


Existing law 

Section 6 of the Federal Home Loan Bank Act, as amended: 

“(a).As soon as practicable after the enactment of this Act, the 
board, with the approval of the Secretary of the Treasury, shall deter- 
mine the minimum capital of each Federal Home Loan Bank which 
shall be not less than $5,000,000. The board shall, as soon as prac- 
ticable thereafter, open books in each district established under sec- 
tion 3 for subscription to the capital stock of the Federal Home Loan 
Bank of the district. 

“(b) The capital stock of each Federal Home Loan Bank shall be 
divided into shares of a par value of $100 each. The minimum 
capital stock shall be issued at par. Stock issued thereafter shall 
be issued at such price not less than par as may be fixed by the board. 
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“(c) The original stock subscription for each institution eligible to 
become a member under section 4 shall be an amount equal to 1 per 
centum of the aggregate of the unpaid principal of the subscriber’s 
home mortgage loans, but not less than $500. The board shall from 
time to time adjust the amount of stock held by each member so that, 
as anny as possible, such member shall at all times have invested in 
the stock of the Federal Home Loan Bank at least an amount cal- 
culated in the manner provided in the preceding sentence (but not 
less than $500). If the board finds that the investment of any member 
in stock is greater than that required under this section, upon applica- 
tion of such member, the bank shall pay such member for each share 
of stock in excess of the amount so required an amount equal to the 
value of such stock, or, at the election of the bank, the whole or any 
part of the payments which would be so made shall be credited upon 
the indebtedness of the member to the bank. In either such event, 
stock equal in value to the amount of the payment or credit, or both, 
as the case may be, shall be surrendered and cancelled. No share of 
stock shall be surrendered and canceled if the effect of such surrender 
and cancellation would be to violate the provisions of section 10 (c) 
requiring the amount of stock held by such member to equal at least 
one-twelfth of the outstanding advances to such member. 

“(d) Stock subscriptions other than by the United States shall be 
paid for in cash, and shall be paid for at the time of application 
therefor, or, at the election of the subscriber, in installments, 
but not less than one-fourth of the total amount payable shall be 

aid at the time of filing application, and a further sum of not 
ess than one-fourth of such total shall have been paid at the end 
of each succeeding period of four months. 

“(e) If the law of the State under which an institution described 


in section 4 operates does not permit such institution to subscribe 
for stock in the Federal Home Loan Bank but if such institution has 


the power to borrow money and give security therefor, the board may 
permit such institution to obtain advances on the same terms and con- 
ditions and subject to the same limitations as members (except that 
such institution shall not be required, during the period during 
which advances may be made under this subsection, to subscribe for 


stock in the Federal Home Loan Bank or to deposit such stock as col- 
lateral security as required in section 10), but such institution shall 
be required to keep on deposit such security, in addition to home mort- 
gages, for such advances, as the board shall determine, which shall 
equal in value 1 per centum of the aggregate unpaid principal of such 
institution’s home mortgage loans (but not less than $500). No ad- 
vance to any such institution shall be made under authority of this 
subsection after the State in which the institution is organized enacts 
legislation authorizing such institution to subscribe for Federal Home 
Loan Bank stock or after the expiration of the next regular session 
of the legislature of such State begun after the enactment of this Act, 
whichever is earlier. If, at the end of such time, such institution is 
not authorized to subscribe for stock, the bank shall proceed to liqui- 
date the indebtedness of such institution to the bank and to terminate 
its relations with such institution. No advance shall be made under 
authority of this subsection which matures more than one year after 


the advance is made, but the bank may renew any such advance for 
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yearly periods, or less, thereafter. The maturity of no advance au- 
thorized under this subsection shall be later than the time of the enact- 
ment of legislation authorizing such institution to become a member or 
the expiration of such session of the legislature of the State, whichever 
is earlier. 

“(f) The Secretary of the Treasury shall subscribe, on behalf of 
the United States, for such part of the minimum capital of each 
Federal Home Loan Bank as is not subscribed for by members under 
subsection (c) of this section within thirty days after books have been 
opened for stock subscriptions as provided in subsection (a). Pay- 
ments for stock subscriptions by the Secretary of the Treasury shall be 
subject to call in whole or in part by the board, with the approval of 
the Secretary of the Treasury, at such time or times as may be deemed 
advisable. Each Federal Home Loan Bank receiving such payments 
shall issue receipts therefor to the Secretary of the Treasury, and such 
receipts shall be evidence of the stock ownership of the United States. 
The aggregate amount expended by the United States for the pur- 
chase of stock under this Act shall not exceed $125,000,000. The Re- 
construction Finance Corporation Act, approved January 22, 1932, 
is amended by adding at the end of section 2 thereof the following new 
paragraph: 

“‘Tn order to enable the Secretary of the Treasury to make pay- 
ments upon stock of the Federal Home Loan Banks subscribed for 
by him in accordance with the Federal Home Loan Bank Act, the sum 
of $125,000,000, or so much thereof as may be necessary for such pur- 
pose, is hereby allocated and made available to the Secretary of the 
Treasury out of the capital of the corporation and/or the proceeds of 
notes, debentures, bonds, and other obligations issued by the corpo- 
ration. For the purposes of this paragraph, the corporation shall issue 
such notes, bonds, debentures, and other obligations as may be neces- 
sary. 

“(g¢) After the amount of capital of a Federal Home Loan Bank 
paid in by members equals the amount paid in by the Secretary of 
the Treasury under subsection (f), such bank shall apply annually 
to the payment and retirement of the shares of the capital stock held 


by the United States, 50 per centum of all sums thereafter paid in as 
capital until all such capital stock held by the United States is retired 
at par. Stock held by the United States may at any time, in the dis- 
cretion of the Federal Home Loan Bank, and with the approval of 
the board, be paid off at par and retired in whole or in part; and the 
board may at any time require such stock to be paid off at par and 
retired in whole or in part if in the opinion of the board the Federal 
Home Loan Bank has resources available therefor: Provided, That 
accumulated dividends, as provided in subsection (k), have been paid. 

**(h) Stock subscribed for otherwise than by the United States, and 
the right to the proceeds thereof, shall not be transferred or hypothe- 
cated except as hereinafter provided and the certificates therefor 
shall so state. 

“(i) Any member other than a Federal savings and loan associa- 
tion may withdraw from membership in a Federal Home Loan Bank 
six months after filing with the board written notice of intention so to 
do, and the board may, after hearing, remove any member from mem- 
bership, or deprive any nonmember borrower of the privilege of ob- 
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taining further advances, if, in the opinion of the board, such member 
or nonmember borrower (i) has failed to comply with any provision 
of this Act or regulation of the board made pursuant thereto; (ii) is 
insolvent: Provided, That any member of a bank which is a building 
and loan association, savings and loan association, cooperative bank, 
or homestead association shall be deemed insolvent if the assets of such 
member are less than its obligations to its creditors and others, includ- 
ing the holders of its withdrawable accounts; or (ili) has a manage- 
ment or home-financing policy of a character inconsistent with sound 
and economical home financing or with the purposes of this Act. In 
any such case, the indebtedness of such member or nonmember bor- 
rower to the Federal Home Loan Bank shall be liquidated, and the 
capital stock in the Federal Home Loan Bank owned by such member 
shall be surrendered and canceled. Upon the liquidation of such in- 
debtedness such member or nonmember borrower shall be entitled to 
the return of its collateral, and, upon surrender and cancellation of 
such capital stock, the member shall receive a sum equal to its cash 
paid subscriptions for the capital stock surrendered, except that if at 
any time the board finds that the paid-in capital of a Federal Home 
Loan Bank is or is likely to be impaired as a result of losses in or 
depreciation of the assets held, the Federal Home Loan Bank shall on 
the order of the board withhold from the amount to be paid in retire- 
ment of the stock a pro rata share of the amount of such impairment 
as determined by the board. 

“(}) A Federal Home Loan Bank may, with the approval of the 
board, permit the disposal of stock to another member, or to an insti- 
tution eligible to become a member, but only to enable such an institu- 
tion to become a member. 

“(k) All stock of any Federal Home Loan Bank shall share in divi- 
dend distributions without preference. 

“(1) Within one year after the enactment of this subsection, each 
member of each Federal Home Loan Bank shall acquire and hold and 
thereafter maintain its stock holding in an amount equal to at least 
2 per centum of the aggregate of the unpaid principal of such mem- 
ber’s home mortgage loans, home-purchase contracts, and similar obli- 
gations, but not less than $500. Such stock in excess of the amount 
hereby required may be purchased from time to time by members and 
may be retired from time to time as heretofore. One year after the 
enactment of this subsection, each Federal Home Loan Bank shall 
retire and pay off at par an amount of its stock held by the Secretary 
of the Treasury equivalent to the amount of its stock held by its mem- 
bers in excess of the amount required to be held by them by the first two 
sentences of subsection (c) of this section immediately prior to the 
enactment of this subsection and annually thereafter each Federal 
Home Loan Bank shall retire an amount of such Government stock 
equivalent to 50 per centum of the net increase of its stock held by 
members since the last previous retirement: Provided, That none of 
such Government capital shall at any time be retired so as to reduce 
the aggregate capita] stock, reserves, surplus, and undivided profits 
of the Federal Home Loan Banks to less than $200,000,000: Provided 
further, That notwithstanding any provision. of this subsection, noth- 
ing in this subsection shall limit or affect the operation of subsection 
(gz) of this section.” 
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Recommendations 

Amend section 6 as follows: (1) by striking subsections (a), (e), (f), 
(g), and (1), and relettering subsections (b), (c), (d), (h), (1), ()), 
and (k) as subsections (a), (b), (c), (d), (e), (£), and (g), respec- 
tively; (2) by striking in subsection (b) (to be relettered as (a)) the 
second sentence and the language “issued thereafter” in the last sen- 
tence; (3) by striking in subsection (c) (to be relettered as (b)) the 
language in the first sentence “1 per centum of the aggregate of the 
unpaid principal of the subscriber’s home mortgage loans” and insert- 
ing in lieu thereof the language “2 per centum of the aggregate of the 
unpaid principal of the subscriber’s home mortgage loans, home-pur- 
chase contracts, and similar obligations”; (4) by striking in subsection 
(d) (to be relettered as (c)) the language “other than by the United 
States”; (5) by striking in subsection (h) (to be relettered as (d)) the 
language “otherwise than by the United States”; and (6) by inserting 
in subsection (i) (to be relettered as (e) ), at the end of said subsection, 
the following new sentence: “The Board shall have power by regula- 
tions or otherwise to define, for the purposes of this subsection, man- 
agement or home-financing policy of a character inconsistent with 
sound and economical home financing or with the purposes of this Act.” 


Reasons 


Amendments (1) through (5) would delete obsolete matter ; the pro- 
visions relating to the original capitalization and establishment of the 
Federal home loan banks are now functus officio and all of the Govern- 
ment capital has been retired. Amendment (6) would give the Fed- 
eral Home Loan Bank Board express authority to define what is 
management or home-financing policy inconsistent with sound and eco- 
nomical home financing or with the purposes of the act, and thus a 
ground for termination of Federal home loan bank membership. It 
is believed that it would be to the advantage both of the Board and of 
member institutions if express authority were given to the Board to set 
up standards on this matter. 


123. Drrectors oF Feperat Home Loan Banks 


Existing law 


Subsections (a) through (h) of section 7 of the Federal Home Loan 
Bank Act, as amended: 

“(a) The management of each Federal Home Loan Bank shall be 
vested in a board of twelve directors, all of whom shall be citizens of 
the United States and bona fide residents of the district in which such 
bank is located : Provided, That the board may by regulation increase 
the number of elective directors of any Federal Home Loan Bank 
having a district which includes five or more States to a number not 
exceeding twice the number of States comprising such district, but 
such additional elective directors shall be apportioned as nearly as 
may be practicable in the same manner and order as is provided for 
the apportionment of elective directors under subsections (c) and (d) 
hereof : Provided further, That there shall be not less than one elective 
director from any of the States nor more than three elective directors 
from any of the States in any district referred to in the preceding 
proviso and in no event shall the total number of elective directors 
In any one district exceed eleven. The term ‘States’ as used in the 
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preceding provisos shall mean the States of the Union and the Dis- 
trict of Columbia. 

“(b) Four of such directors shall be appointed by the Board and 
shall hold office for terms of four years; except that the terms of 
office of the two such directors heretofore appointed shall expire at 
the end of the calendar years 1936 and 1937, respectively, and the terms 
of office of the first two such directors hereafter appointed shall expire 
at the end of the calendar years 1938 and 1939, respectively. 

“(c) Six of such directors, two of whom shall be known as class A 
directors, two of whom shall be known as class B directors, and two 
of whom shall be known as class C directors, shall be elected as pro- 
vided in subsection (e), and shall hold office for terms of two years; 
except that the terms of office of the directors heretofore elected or 
freon shall expire at the end of the terms for which they were 
elected or appointed. 

“(d) Two of such directors shall be elected by the members of the 
Federal Home Loan Bank without regard to classes under rules and 
regulations to be prescribed by the Board, and shall hold office for 
terms of two years; except that the term of office of one of the direc- 
tors first elected under this subsection shall expire at the end of the 
calendar year 1936. 

“(e) The board shall divide all the members of each Federal Home 
Loan Bank into three groups which shall be designated as groups 
A, B, and C, which groups shall represent, respectively, and as fairly 
as may be, group A, the large, group B, the medium-sized, and group 
C, the small members, the size of such members to be determined 
according to the aggregate unpaid principal of the member’s home 
mortgage loans. The board may revise the membership of such groups 
from time to time. Of the directors elected as hereinafter provided, 
each class A director shall be an officer or director of a member in 
group A, each class B director shall be an officer or director of a 
member in group B, and each class C director shall be an officer or 
director of a member in group C. Each member shall be entitled to 
nominate suitably qualified persons for election as directors of the 
class corresponding to the group to which such member belongs, and 
shall cast one vote for each director in its class. The directors of each 
class shall be nominated and elected in accordance with such rules 
and regulations as may be prescribed by the board. 

“(f) Any director appointed or elected as provided in this section 
to fill a vacancy shall hold office only until the expiration of the term 
of his predecessor. 

“(o) The board shall designate one of the directors of each bank 
to be chairman, and one to be vice-chairman, of the board of directors 
of such bank. 

“(h) If at any time when nominations are required, members shall 
hold less than $1,000,000 of the capital stock of the Federal Home 
Loan Bank, the board shall appoint a director or directors to fill 
the place or places for which such nominations are required. A direc- 
tor so appointed shall serve until the expiration of the calendar year 
during which he takes office.” 


Recommendations 


Amend section 7 as follows: (1) by striking all of subsection (b) 
beginning with the semicolon and ending immediately before the 
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period and inserting in lieu thereof a colon and the following: “Pro- 
vided, That in the fixing of the initial terms of appointive director- 
ships of any Federal Home Loan Bank one such term shall expire 
at the end of the first, one at the end of the second, one at the sod of 
the third, and one at the end of the fourth year beginning on the first 
day of January next following the commencement of said terms”; 
(2) by striking all of subsection (c) beginning with the semicolon and 
ending immediately before the period; (3) by striking all of subsec- 
tion (d) beginning with the semicolon and ending immediately before 
the period; (4) by adding to subsection (f), immediately before the 
period, a colon and the following: “Provided, That if any director 
shall cease to have the qualifications set forth in subsection (a), or if 
any elective director shall cease to have the qualification set forth in 
the third sentence of subsection (e) or any similar qualification im- 
posed by regulation under the first proviso to the first sentence of sub- 
section (a), the office held by such director shall immediately become 
vacant, but such director may continue to act as such director until 
his successor shall have qualified or the term of such office shall have 
expired, whichever shall first occur”; and (5) by inserting in the first 
sentence of subsection (h), immediately before the period, a comma 
and the following: “and the Board may, prior to the filing of the 
certificate mentioned in section 12, appoint directors who shall be 
respectively designated by it as appointive directors and as elective 
directors, including class directors, in accordance with the provisions 
of this section.” 


Reasons 

Amendments (1), (2), and (3) would remove obsolete matter re- 
lating to the original directorates of the Federal home loan banks. 
Amendment (4) is designed to make clear that where a director ceases 
to have the specified qualifications the office immediately becomes 
vacant but the director may continue to act until his successor has 
qualified or his term expires, whichever shall first occur; this amend- 
ment is needed to overcome legal problems which have arisen in this 
type of case. Amendment (5) would provide for interim directors 
in the case of the future establishment of a Federal home loan bank; 
such interim directors would be needed in such case because of the 
necessity for execution of the certificate provided for by the first 
sentence of section 12 of the act. 


124. Feperat SAvincs AND LOAN Apvisory CouNcIL 


Existing law 

Section 8a of the Federal Home Loan Bank Act, as amended: 

“There is hereby created a Federal Savings and Loan Advisory 
Council, which shall consist of one member for each Federal Home 
Loan Bank district to be elected annually by the board of directors of 
the Federal Home Loan Bank in such district and six members to be 
appointed annually by the Board. Each such elected member shall 
be a resident of the district for which he is elected. All members of 
the Council shall serve without compensation, but shall be entitled to 
reimbursement from the Board for traveling expenses incurred in 
attendance at meetings of such Council. The Council shall meet at 
Washington, District of Columbia, at least twice a year and oftener 
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if requested by the Board. The Council may select its chairman, vice 
chairman, and secretary, and adopt methods of procedure, and shall 
have power— 

“(1) To confer with the Board and board of trustees of the Fed- 
eral Savings and Loan Insurance Corporation on general business 
conditions, and on special conditions affecting the Federal Home Loan 
Banks and their members and such Corporation. 

“(2) To request information, and to make recommendations with 
respect to matters within the jurisdiction of the Board and the board 
of trustees of such Corporation.” 


Recommendations 

Amend section 8a as follows: (1) by inserting in the second sentence, 
after the word “shall”, the language “at the time of his election”; (2) 
by striking in subdivision numbered (1) the language “and board of 
trustees of the Federal Savings and Loan Insurance Corporation”; 
(3) by striking in subdivision numbered (1) the language “such 
Corporation” and inserting in lieu thereof the language “the Federal 
Savings and Loan Insurance Corporation”; and (4) by striking in 
subdivision numbered (2) the language “and the board of trustees 
of such Corporation”. 


Reasons 

Amendment (1) is needed in order to make clear that a member of 
the Federal Savings and Loan Advisory Council who, at the time of 
his election, is a resident of the district for which he is elected does 
not cease to be a member if he ceases to be such a resident; since the 
term is only 1 year, it would appear that a change of residence should 


not require that the membership be vacated. Amendments (2), (3) 
and (4) would remove obsolete references to the board of trustees of 
the Federal Savings and Loan Insurance Corporation, which since 
‘Reorganization Plan No. 3 of 1947 has been under the present Federal 
Home Loan Bank Board rather than under a separate board of 
trustees. 


125. Apvancges By FeperAL Home Loan Banks 


Ewisting law 

Section 10 of the Federal Home Loan Bank Act, as amended: 

“(a) Each Federal Home Loan Bank is authorized to make ad- 
vances to its members, upon the security of home mortgages, or obli- 
gations of the United States, or obligations fully guaranteed by the 
United States, subject to such regulations, restrictions, and limita- 
tions as the Board may prescribe. Any such advance shall be subject 
to the following limitations as to amount: 

(1) If secured by a mortgage insured under the provisions of title 
I, title II, title VI, title VIII, or title [IX of the National Housing 
Act, the advance may be for an amount not in excess of 90 per centum 
of the unpaid principal of the mortgage loan. 

“(2) if secured by a home mortgage given in respect of an amor- 
tized home mortgage loan which was for an original term of six years 
or more, or in cases where shares of stock, which are pledged as se- 
curity for such loan, mature in a period of six years or more, the 
advance may be for an amount not in excess of 65 per centum of the 
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unpaid principal of the home mortgage loan; but in no case shall the 
amount of the advance exceed 60 per centum of the value of the real 
estate securing the home mortgage loan. _ 

“(3) If secured by a home mortgage given in respect of any other 
home mortgage loan, the advance shall not be for an amount In excess 
of 50 per centum of the unpaid principal of the home mortgage loan; 
but in no case shall the amount of such advance exceed 40 per centum 
of the value of the real estate securing the home mortgage loan. _ 

“(4) If secured by obligations of the United States, or obligations 
fully guaranteed by the United States, the advance shall not be for 
an amount in excess of the face value of such obligations. 

“(b) No home mortgage shall be accepted as collateral security for 
an advance by a Federal Home Loan Bank if, at the time such advance 
is made (1) the home mortgage loan secured by it has more than 
twenty-five years to run to maturity, unless such home mortgage is 
insured under the National Housing Act, as amended, or insured or 
guaranteed under the Servicemen’s Readjustment Act of 1944, as 
amended, or (2) the home mortgage exceeds $35,000, or (3) is past due 
more than six months when presented, unless the amount of the debt 
secured by such home mortgage is less than 50 per centum of the value 
of the real estate with respect to which the home mortgage was given, 
as such real estate was appraised when the home mortgage was made. 
For the purposes of this subsection and subsection (a) the value of 
real estate shall be as of the time the advance is made and shall be 
established by such certification by the borrowing institution, or such 
other evidence, as the board may require. For the purposes of this 
section, each Federal Home Loan Bank shall have power to make, or 
to cause or require to be made, such appraisals and other investiga- 
tions as it may deem necessary. No home mortgage otherwise eligible 
to be accepted as collateral security for an advance by a Federal Home 
Loan Bank shall be accepted if any director, officer, employee, at- 
torney, or agent of the Federal Home Loan Bank or of the borrowing 
institution is personally liable thereon, unless the board has specifically 
approved by formal resolution such acceptance. 

“(c) Such advances shall be made upon the note or obligation of 
the member or nonmember borrower secured as provided in this 
section, bearing such rate of interest as the board may approve or 
determine, and the Federal Home Loan Bank shall have a hen upon 
and shall hold the stock of such member as further collateral secu- 
rity for all indebtedness of the member to the Federal Home Loan 
Bank. At no time shall the aggregate outstanding advances made 
by any Federal Home Loan Bank to any member exceed twelve times 
the amounts paid in by such member for outstanding capital stock 
held by it, or made to a nonmember borrower exceed twelve times the 
value of the security required to be deposited under section 6 (e). 

“(d) The institution applying for an advance shall enter into a 
primary and unconditional obligation to pay off all advances, to- 
gether with interest and any unpaid costs and expenses in connection 
therewith according to the terms under which they were made, in 
such form as shall meet the requirements of the bank and the approval 
of the board. The bank shall reserve the right to require at any time, 
when deemed necessary for its protection, deposits of additional col- 
lateral security or substitutions of security by the borrowing institu- 
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tion, and each borrowing institution shall assign additional or sub- 
stituted security when and as so required. Subject to the approval 
of the board, any Federal Home Loan Bank shall have power to sell 
to any other Federal Home Loan Bank, with or without recourse, 
any advance made under the provisions of this Act, or to allow to such 
bank a participation therein, and any other Feder al Home Loan Bank 
shall have power to purchase such advance or to accept a participation 
therein, together with an appropriate assignment of security therefor.” 


Recommendation 

Amend section 10 as follows: (1) by striking in subdivision (1) of 
subsection (a) the language beginning “insured under” and ending 
“the National Housing Act” and i inserting in lieu thereof the language 

“insured under any provision of the National Housing Act as “here- 
tofore or hereafter in force, or guaranteed under any provision of 
the Servicemen’s Readjustment Act of 1944 as so in force”; (2) by 
striking in subdivision (2) of subsection (a) the language “which 
was for an original term of six years or more, or in cases where shares 
of stock, which are pledged as security for such loan, mature in a 
veriod of six years or more”; (3) by striking in subsection (b) the 
oteiens “with respect to which the home mortg: uge was given, as 
such real estate was appraised when the home mortgage loan was 
made” and inserting in lieu thereof the language “securing the mort- 
gage loan”; (4) by striking in the first sentence of subsection (c) the 
dJanguage “or nonmember borrower”; (5) by striking the last sentence 
of subsection (c) the language “or made to a nonmember borrower 
exceed twelve times the value of the secur ity required to be deposited 
under section 6 (e)”; and (6) by adding at the end of said section a 
hew subsection, to be lettered “(e)” and to read as follows: 

“(e) Subject to such restrictions, limitations, and conditions as 
the Board by regulations or otherwise may prescribe, security required 
or permitted to be taken by a Federal Home Loan Bank under this 
section or otherwise may be taken by pledge, assignment, or equitable 
or other lien, and may be placed with or left with the member or non- 
member borrower under trust receipt or other agreement.” 


Reasons 


Amendment (1) would obviate the necessity of future amendment 
of the Federal Home Loan Bank Act in the ev ent that new mortgage- 
insurance titles are added to the National Housing Act and would 
place mortgages guaranteed under the Servicemen’s Readjustment 
Act of 1944 on the same basis for the purpose of sec uy ty for Federal 
home loan bank advances as mortgages insured under the National 
Housing Act. Amendment (2) ) would remove matter ‘which 1S over- 
lapping in view of the amendment to subdivision (8) of section 2 
hereinbefore proposed. Amendment (3) would remove an inconsist- 
ency between the first sentence of subsection (b) and the seccnd sen- 
tence of that subsection with respect to the time as of which the y ‘alua- 
tion of real-estate security is to be made. Amendments (4) and (5) 
would remove obsolete matter. Amendment (6) would provide a 
specific statutory basis for methods of handling collateral which are 
currently being followed. 
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126. Apvances ror Home Repatrs 

Existing law 

Section 10a of the Federal Home Loan Bank Act, as amended: 

“Until July 1, 1936, each Federal Home Loan Bank is authorized 
to make advances to its members, in order to enable such members 
to finance home repairs, improvements, and alterations. Such ad- 
vances shall not be subject to the provisions and restrictions of sec- 
tion 10 of this Act, but shall be made upon the security of notes repre- 
senting obligations incurred pursuant to, and insurable under, sec- 
tion 2 of the National Housing Act. Advances made under the terms 
of this section shall be at such rates of interest and upon such terms 
and conditions as shall be determined by the Federal Home Loan 
Bank Board.” 


Recommendation 
Repeal section 10a. 


Reason 
To remove an obsolete provision. 


127. Osuigations oF FeperaL Home Loan Banxs 


Keisting law 
Subsections (a), (b), and (c) of section 11 of the Federal Home 


Loan Bank Act, as amended: 
“(a) Each Federal Home Loan Bank shall have power, subject to 


rules and regulations prescribed by the board to borrow and give 
security therefor and to pay interest thereon, to issue debentures, 
bonds, or other obligations upon such terms and conditions as the 
board may approve, and to do all things necessary for carrying out 
the provisions of this Act and all things incident thereto. 

“(b) The board may issue consolidated Federal Home Loan Bank 
debentures which shall be the joint and several obligations of all Fed- 
eral Home Loan Banks organized and existing under this Act, in 
order to provide funds for any such bank or banks, and such deben- 
tures shall be issued upon such terms and conditions as the board may 
prescribe. No such debentures shall be issued at any time if any of 
the assets of any Federal Home Loan Bank are pledged to secure any 
debts or subject to any lien, and neither the board nor any Federal 
Home Loan Bank shall have power to pledge any of the assets of any 
Federal Home Loan Bank, or voluntarily to permit any lien to attach 
to the same while any of such debentures so issued are outstanding. 
The debentures issued under this section and outstanding shall at no 
time exceed five times the total paid-in capital of all the Federal Home 
Loan Banks as of the time of the issue of such debentures. It shall 
be the duty of the board not to issue debentures under this section in 
excess of the notes or obligations of member institutions held and 
secured under section 10 (a) of this Act by all the Federal Home 
Loan Banks. 

“(c) At any time that no debentures are outstanding under this 
Act, or in order to refund all outstanding consolidated debentures 
issued under this section, the board may issue consolidated Federal 
Home Loan Bank bonds which shall be the joint and several obliga- 
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tions of all the Federal Home Loan Banks, and shall be secured and 
be issued upon such terms and conditions as the Board may prescribe.” 


Recommendation 

Amend subsection (a) by adding thereto at the end thereof the 
following new sentence: “Debentures, bonds, or other obligations 
issued or purporting to be issued under this subsection or under sub- 


section (b) or subsection (c) shall be valid and binding notwithstand- 
ing that a person or persons purporting to have executed or attested 


the same may have died, become under disability, or ceased to hold 
office before the issuance theneed. ” 


Reason 

Tt is necessary to prepare the necessary documents for security 
issues, including facsimile signatures of executing and attesting offi- 
cials, in advance of the date on which the same will be physically 
issued. The occurrence of the stated circumstances after such prepa- 
ration and before actual issue would cause unnecessary confusion and 
expense. In the recent change of Chairmen of the Board it was not 
known from day to day when the successor of the existing Chairman 
might be appointed and take office, and it was necessary to ‘make hand- 
stamped changes on a large number of unissued securities so as to 
provide for execution by a “member other than the Chairman, in case 
the change of Chairmen should take place between the date of approval 
of the particular series and the date of issuance thereof. The sug- 


gested amendment would obviate the confusion and expense which 
may now arise. 


128. INTERBANK TRANSACTIONS OF FepERAL Homer Loan Banks 


Existing law 

Subsection (f) of section 11 of the Federal Home Loan Rank Act, 
as amended: 

“(f) The Board is authorized and empowered to permit. or when- 
ever in the judgment of at least four members of the board an emer- 
gency exists requiring such action, to require, Federal Home Loan 
Banks, upon such terms and conditions as the borrd mav » 
to rediscount the discounted notes of members held by other Federal 
Home Loan Banks, or to make loans to, or make deposits with, such 

other Federal Home Loan Banks, or to purchase any bonds or de- 
bentures issued under this section.’ 


Recommendations 


Amend subsection (f) as follows: (1) by striking the language “at 
least four members of”, and (2) by striking the language “bonds or 
debentures” and inserting in lieu thereof ‘ ‘debentures, bonds, or other 

obligations”. 


Reasons 


Amendment (1) would repeal an obsolete provision. The ref- 
erence to “at least four members of” the Board applied to the original 
Federal Home Loan Bank Board of five members. By Reorganiza- 
tion Plan No. 3 of 1947, all of the powers of said Board, or of any 
member or members thereof (with certain exceptions not here ma- 
terial) were transferred to a new three-member board, now known as 





STUDY OF BANKING LAWS 167 


the Federal Home Loan Bank Board. Since the power here vested 
in four members of the former board was thus transferred to the new 
three-member board, the reference to “at least four members of” the 
Board is now obsolete and should be repealed. Amendment (2) would 
conform the lanuage of this subsection to the provisions of subsection 
(a) of section 11, under which the Federal Home Loan Banks may 
issue “debentures, bonds, or other obligations”. 


129. Requrrep INVESTMENTS OF FreperaAL Home Loan Banks 


Eeisting law 

Subsection (g) of section 11 of the Federal Home Loan Bank Act, 
as amended: 

“(g) Each Federal Home Loan Bank shall at all times have at 
least an amount equal to the current deposits received from its 
members invested in (1) obligations of the United States, (2) de- 
posits in banks or trust companies, (3) advances with a maturity 
of not to exceed one year which are made to members or nonmem- 
ber borrowers, upon such terms and conditions as the Board may 
prescribe, and (4) advances with a maturity of not to exceed one year 
which are made to members or nonmember borrowers whose creditor 
liabilities (not includin advances from the Federal home loan bank) 
do not exceed 5 per centum of their net assets, and which may be 


made without the security of home mortgages or other security, upon 
such terms and conditions as the Board may prescribe.” 


Recommendations 

Amend subsection (g) as follows: (1) by striking in subdivision 
(3) the language “or nonmember borrowers”; (2) by striking in sub- 
division (3) the language “may prescribe, and” and inserting in lieu 
thereof the language “may prescribe, or made to nonmember mort- 
gagees under section 10b, and”; and (3) by striking in subdivision 
(4) the language “or nonmember borrowers”. 


Reasons 

Advances to nonmember mortgagees may be made only upon the 
security of insured mortgages as set forth in section 10b of the act. 
The original power to make advances to nonmember borrowers un- 
der subdivision (e) of section 6 has expired, and that subdivision 
would be repealed if a proposal hereinbefore made is adopted. The 
above amendments would reflect this situation by deleting the refer- 
ence to “nonmember borrowers” in subdivision (4) and by changing 
the reference to advances to “nonmember borrowers” in subdivision 
(3) toa specific reference to advances to nonmember mortgagees under 
section 10b. 


130. Jupric1a, Procerpines Invoivine Feperat Home Loan Banks 


Ewisting law 

The second sentence of section 12 of the Federal Home Loan Bank 
Act, as amended: 
“Upon the making and filing of such organization certificate with 
the board, such bank shall become, as of the date of the execution 
of its organization certificate, a body corporate, and as such and 
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in its name as designated by the board it shall have power * * * to sue 
and be sued, to complain, and to defend, in any court of competent 
jurisdiction, State or Federal * * *.” 


Recommendation 


Amend section 12 by adding thereto, immediately before the last 
sentence, the following new sentence: 


“Notwithstanding section 1349 of title 28 of the United States Code 
or any other provision of law, a Federal Home Loan Bank (a) shall 
be deemed to be an agency included in sections 1345 and 1442 of said 
title, and (b) may remove actions and prosecutions under subsection 
(a) of said section 1442, or separate and independent claims or causes 
of action under subsection (c) of section 1441 of said title, without 
regard to any restriction or requirement imposed by said subsections. 
No attachment or execution shall be issued against any Federal Home 
Loan Bank or its property before final judgment in any court of any 
State or of the United States or any District, Territory, or possession 
thereof, or any other court.” 


Reasons 

It is considered highly advisable that the Federal home loan banks, 
as Federal agencies, have clear power to bring suit in the Federal 
courts and to remove to the Federal courts judicial proceedings 
brought against them, or separable controversies in judicial proceed- 
ings ‘involving them, which may be initiated in State courts. Such 
power would ‘be conferred by the first sentence and is similar to the 


power of Federal Reserve banks under section 632 of title 12 of the 
United StatesCode. The provisions of the second sentence are similar 
to provisions with respect to the Federal Reserve banks which are 
contained in said section 632. 


131. Exscrsmrry oF Freperan Home Loan Bank PERSONNEL as 
Drrecror 

Existing law 

The next to last sentence of section 12 of the Federal Home Loan 
Bank Act, as amended: 
“The President of a Federal Home Loan Bank may also be a member 
of the board of directors thereof, but no other officer, employee, 
attorney, or agent of such bank, who receives compensation, may be a 
member of the board of directors.” 


Recommendation 


Amend the sentence to read as follows: “No officer, employee, attor- 
ney, or agent of a Federal Home Loan Bank, who receives compensa- 
tion from any Federal Home Loan Bank, may be a member of the 
board of directors.” 


Re ISONS 


It is believed that it would be undesirable for the president of a 
Federal home loan bank to be a member of the board which makes 
policies under which he administers the affairs of the bank. It is felt 
that the reasons which lead to the belief that other personnel of the 
bank should not serve as directors would apply with even greater force 
to the president. 
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132. Exemprion From Taxation 

Existing law 

Section 13 of the Federal Home Loan Bank Act, as amended: 

“Any and all notes, debentures, bonds, and other such obligations 
issued by any bank, and consolidated Federal Home Loan Bank bonds 
and debentures, shal] be exempt both as to principal and interest from 
all taxation oreo surtaxes, estate, inheritance, and gift taxes) 
now or hereafter imposed by the United States, by any Territory, 
dependency, or possession thereof, or by any State, county, munici- 
elite, or local taxing authority. The bank, including its franchise, 
its capital, reserves, and surplus, its advances, and its income shall 
be exempt from all taxation now or hereafter imposed by the United 
States, by any Territory, dependency, or possession thereof, or by any 
State, county, municipality, or am pel te authority; except that in 
any real property of the bank shall be subject to State, Territorial, 
county, municipal, or local taxation to the same extent according to its 
value as other real property is taxed. The notes, debentures, and 
bonds issued by any me with unearned coupons attached, shall be 
accepted at par by such bank in payment of or as a credit against the 
obligation of any home-owner debtor of such bank.” 

Norr.—The exemptions from taxation by the United States con- 
ferred by the first sentence of the foregoing section have been affected 
by the Public Debt Act of 1941 and amendments thereof. 


Recommendations 


Amend section 13 as follows: (1) by adding thereto, immediately 
after the first sentence, the following new sentence: “The foregoing 
exemption from taxation (except as to taxation imposed by the United 
States) shall include exemption from taxation measured by such 
notes, debentures, bonds, and other such obligations, including such 
consolidated obligations, or by the principal thereof or interest there- 
from, and from inclusion of such obligations, including such consoli- 
dated obligations, or the principal thereof or interest therefrom, in the 
measure of any such taxation.”; (2) by striking in the record in the 
second sentence the word “in”; and (3) by repealing the last sentence. 


Reasons 


It is believed that the intent of the original provisions was to include 
exemption from taxation regardless of whether such taxation was, in 
the technical legal sense, “imposed on” such obligations or the prin- 
cipal thereof or the interest therefrom, as in the case of the usual per- 
sonal property tax or individual income tax, or was, in the technical 
legal sense, not “imposed on” but “measured by” such obligations or 
the principal thereof or the interest therefrom, as in the case of some 
corporation franchise or excise taxes. Amendment (1) would make 
clear what is thus believed to have been the original intent; it would 
not, however, be applicable to taxation imposed by the United States. 
Amendment (2) would correct a technical error in wording. Amend- 
ment (3) would repeal an obsolete provision related to the former 
provision of the Federal Home Loan Bank Act authorizing the banks 
to make direct loans to homeowners, which itself has been repealed. 
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33. Exvicininiry or Bank Os.uications As INVESTMENTS 


Existing law 

The first sentence of section 15 of the Federal Home Loan Bank Act, 
as amended: 
“Obligations of the Federal Home Loan Banks issued with the ap- 
proval of the board under this Act shall be lawful investments, and 
may be accepted as security, for all fiduciary, trust, and public funds 
the investment or deposit of which shall be under the authority or con- 
trol of the United States or any officer or officers thereof.” 


Recommendations 

Amend the sentence (1) by inserting after “public” the language 
“or other” and (2) by striking the language “or any officer or officers 
thereof” and inserting in lieu thereof a comma and the language “the 
District of Columbia, or any Territory or possession of the United 


States, any county or municipality of any of the foregoing, any politi- 
cal subdivision of any of the same, any court or any corporate or other 
agency or instrumentality of any of the preceding, or any officer or 
officers, employee or employees, or agent or agents of any of the above”. 


Reasons 

‘This amendment is proposed for the purpose of providing a reason- 
able broadening of the classes of funds for whieh obligations of the 
Federal home loan banks are legally eligible as investments or security. 


134. Reserves or FrepERau Home Loan Banxs 


Existing law 
Section 16 of the Federal Home Loan Bank Act, as amended: 
“Each Federal Home Loan Bank shall carry to a reserve account 
semiannually 20 per centum of its net earnings until said reserve ac- 
count shall show a credit balance equal to 100 per centum of the paid-in 
capital of such bank. After said reserve has reached 100 per centum 
of the paid-in capital of said bank, 5 per centum of its net earnings 
shall be added thereto semiannually. Whenever said reserve shall 
have been impaired below 100 per centum of the paid-in capital it shall 
be restored before any dividends are paid. Each Federal Home Loan 
yank shall establish such additional reserves and/or make such charge- 
offs on account of depreciation or impairment of its assets as the board 
shall require from time to time. No dividends shall be paid except 
out of net earnings remaining after all reserves and charge-offs re- 
quired under this Act have been provided for, and then only with the 
approval of the board. The reserves of each Federal Home Loan Bank 
shall be invested, subject to such regulations, restrictions, and limita- 
ions as may be prescribed by the board, in direct obligations of the 
(nited States, in obligations of the Federal National Mortgage Asso- 
‘ation, and in such securities as fiduciary and trust funds may be 
invested in under the laws of the State in which the Federal Home 
Loan Bank is located.” 


Recommendations 

Amend section 16 as follows: (1) by inserting in the first sentence, 
immediately after the word “semiannually”, the language “an amount 
at least equal to”, and (2) by inserting in the second sentence, imme- 
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diately after the comma following the word “bank”, the language “an 
amount at least equal to”. 


Reason 
These are technical amendments to make clear that the requirements 
of the first and second sentences are minimum requirements. 


135. Tue Feperat Home Loan Bank Boarp 


Existing law 

Section 17 of the Federal Home Loan Bank Act, as amended: 

“(a) For the purposes of this Act there shall be a board, to be known 
as the ‘Federal Home Loan Bank Board,’ which shall consist of 
five citizens of the United States appointed by the President of the 
United States, by and with the advice and consent of the Senate. Not 
more than three members of the board shall be members of the same 
political party. Each member shall devote his entire time to the busi- 
ness of the board. Before entering upon his duties each of the mem- 
bers shall take an oath faithfully to discharge the duties of his office. 
The President of the United States shall designate one of the members 
of the board to serve for a term of two years, one for three years, one 
for four years, one for five years, and one for six years from the date 
of the enactment hereof, and thereafter the term of each member shall 
be six years from the date of the expiration of the term for which his 
predecessor was appointed. Whenever a vacancy shall occur among 
the members the person appointed to fill such vacancy shall hold office 
for the unexpired portion of the term of the member whose place he is 
selected to fill. Each of the members of the board shall receive a salary 
at the rate of $10,000 per annum: Provided, That during the fiscal 
year 1933 the salary shall be $9,000 per annum. The President shall 
designate one of the members as chairman of the board. The chair- 
man shall be the chief executive officer of the board and in his absence 
or disability the duties of his office shall be performed by some one of 
the other members to be designated as acting chairman by the chair- 
man in such order as he may determine. The board shall supervise 
the Federal Home Loan Banks created by this Act, shall perform the 
other duties specifically prescribed by this Act, and shall have power 
to adopt, amend, and require the observance of such rules, regulations, 
and orders as shall be necessary from time to time for carrying out the 
purposes of the provisions of this Act. The board shall have power 
to suspend or remove any director, officer, employee, or agent of any 
Federal Home Loan Bank, the cause of such suspension or removal to 
be communicated in writing forthwith to such director, officer, em- 
ployee, or agent and to such Federal Home Loan Bank. 

“(b) The Home Loan Bank Board which was, pursuant to Reor- 
ganization Plan Numbered 3 of 1947, established and made a con- 
stituent agency of the Housing and Home Finance Agency shall, from 
the effective date of the Housing Amendmnets of 1955, cease to be 
such a constituent agency and shall be an independent agency (includ- 
ing the Federal Savings and Loan Insurance Corporation) in the 
executive branch of the Government: Provided, That the functions 
vested in the Chairman of said board under clause (2) of the last 
sentence of subsection (b) of section 2 of said reorganization plan are 
hereby transferred to said board. Notwithstanding any other pro- 
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vision of law, said board, the Chairman thereof except as herein other- 
wise provided, and the Federal Savings and Loan Insurance C’orpora- 
tion, respectively, shall have and may exercise all functions which they 
respectively had or could exercise, immediately prior to the effective 
date of the Housing Amendments of 1955 or immediately prior to the 
effective date of the Independent Offices Appropriation Act, 1955. 
Said board shall annually make a report of its operations (including 
those of the Federal Savings and Loan Insurance Corporation) to the 
Congress as soon as practicable after the first day of January in each 
year. The name of the Home Loan Bank Board is hereby changed 
to ‘Federal Home Loan Bank Board.’ 


Recommendations 


Amend section 17 as follows: (1) by striking all of subsection (a) 
except the last two sentences; (2) by adding to subsection (a), at the 
end of said subsection, the following new sentence: “Upon the expira- 
tion of their terms of office members of the Board shall continue to 
serve until their successors or appointed and have qualified; and if 
at any time there shall be less than three members serving on the 
Board, all functions vested in or exercisable by the Board shall vest 
in and be exercisable by the member or members serving, and authority 
is hereby conferred on such remaining member or members to act by 
formal resolution or otherwise. The Board may from time to time 
make such provisions as it may deem appropriate for the exercise of 
its functions through meetings or otherwise and such provisions as 
it may deem appropriate authorizing the performance by any officer 
or employee of the Board or of the Federal Savings and Loan Insur- 
ance Corporation of any function of the Board or authorizing the 
performance by any such officer or employee of any function of said 
Corporation.”; and (3) by adding to said section, at the end thereof, 
a new subsection to be lettered “(c)” and to read as follows: 

“(¢) In connection with any of their functions, and without regard 
to any provisions of law except those thereafter enacted expressly 
limiting this sentence, the Board and the Federal Savings and Loan 
Insurance Corporation, without limitation on the powers or authority 
otherwise vested in them, shall hereafter respectively have with respect 
to their financial transactions, including administrative and other 
expenses, their personnel, and their property, funds, and receipts, 
including procurement, disposal, custody, and disbursement thereof, 
the powers and authority provided in section 19 of this Act and sub- 
section (b) of section 402 of the National Housing Act (all of which 
powers and authority shall hereafter be vested both in said Board 
and in said Corporation) and the same powers and authority as the 
Board of Governors of the Federal Reserve System and the Federal 
Deposit Insurance Corporation, respectively, now have, subject respec- 
tively to no other requirements, scrutiny, or review than are now appli- 
cable to said Board of Governors and said Federal Deposit Insurance 
Corporation, respectively. Notwithstanding the foregoing provisions 
of this subsection, title I of the Act of November 26, 1940 (54 Stat. 
1211), and the Act of May 29, 1930 (46 Stat. 468), as now or hereafter 
in force, shall continue to be applicable except as the Board may other- 
wise determine upon a finding that such determination is necessary or 
advisable for the efficient conduct of operations.” ’ 
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Reasons 


Amendment (1) is proposed for the reason that all of the existing 
language of subsection (a) relates solely to the original Federal Home 
Loan Bank Board and is now obsolete ; the number, terms of office, and 
other matters relating to the present three-member Board are governed 
by Reorganization Plan No. 3 of 1947 and subdivision (b) of this sec- 
tion of the act. Amendment (2) is proposed for the purpose of afford- 
ing continuity for the exercise of the funet ions of the Board and the 
Federal Savings and Loan Insurance Corporation, with clear statutory 
authorization for action otherwise than through formal meetings, and 
with provision for effective delegation of functions. Amendment (3) 
would recognize the fact that none of the funds used by the Board 
and the Insurance Corporation come from the United States Treasury 
or from the taxpayers, and the further fact that these agencies, with 
functions essentially comparable to those of the Board of Governors 
of the Federal Reserve System and the Federal Deposit Insurance 
Corporation, have the same need as those agencies for the ability to 
incur proper expenditures without the necessity for annual budgeting 
and authorization and for freedom to operate without regard to restric- 
tive statutes. It is to be noted, however, that under the language 
proposed they would remain subject to the Civil Service Act and the 
Civil Service Retirement Act except as the Board might otherwise 
determine upon a finding that departure therefrom was necessary or 
advisable for the efficient conduct of operations. 


136. Expenses oF THE Boarp AND ASSESSMENTS ON THE BANKS 


Existing law 


Section 18 of the Federal Home Loan Bank Act, as amended: 

“(a) There is hereby authorized to be appropriated the sum of not 
to exceed $300,000 for salaries, travel and subsistence expenses, rents, 
printing and binding, furniture and equipment, law books, books of 
reference, periodicals, newspapers, maps, contract stenographic re- 
porting services, telephone and telegraph services, and all other neces- 
sary expenses of the board, together with expenses preliminary to the 
organization and establishment of the banks created hereunder, until 
the end of the fiscal year 1933. 

“(b) The board shall have power to levy semiannually upon the 
Federal Home Loan Banks, and they shall pay, on such equitable basis 
as the board shall determine, an assessment suflicient in its judgment 
to provide for the payment of its estimated expenses for the half year 
succeeding the levying of each such assessment, beginning with the 
second half of the calendar year 1933. All expenses of the board 
incurred in carrying out the provisions of this Act, as determined by 
it, beginning July 1, 1933, shall be paid from the proceeds of‘such 
assessments, and if any deficiency shall occur in such fund at any time 
between such semiannual assessments the board shall have power to 
make an immediate assessment against the banks to cover such de- 
ficiency on the same basis as the original assessment. If any surplus 
shall remain from any assessment after the expiration of the semi- 
annual period for which it was levied, such surplus may be deducted 
from the next following assessment.” 
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Recommendations 

(1) Repeal subsection (a) and strike the language “(b)”-at the 
beginning of subsection (b) ; (2) amend the first sentence of subsection 
(b) by striking the language “beginning with the second half of the 
calendar year 1933” and inserting in lieu thereof the language “(ex- 
cept to the extent that it is estimated that such expenses will be borne 
from other sources), including such amount as the Board may include 
for the purpose of providing reasonable working capital, together 
with any deficit carried forward from the preceding half year”; (3) 
amend the second sentence of subsection (b) by striking all language 
preceding the word “if”, and by amending said word to read “If”; 
and (4) amend the last sentence by striking the language “the next” 
and inserting in lieu thereof the word “any”. 


Reasons 

Amendment (1) would remove an obsolete provision which merely 
provided for expenses until the end of the fiscal year 1933. Amend- 
ment (2) would strike obsolete language and insert in lieu thereof 
language intended to make clear that assessments on the banks may 
refiect in reduced amount the estimated expenses to be borne other- 
wise than from such assessments, such as examination fees paid by 
institutions examined, and to make clear that such assessments may 
include provision for reasonable working capital and for making good 
any deficit from the preceding half year (the language as to deficits is 
taken from sec. 10 of the Federal Reserve Act, as amended). Amend- 
ment (3) would remove obsolete language. Amendment (4) is pro- 
posed for the reason that, at least in some cases, it may be necessary 
to make the semiannual assessment on the Federal home loan banks 
before the existence or amount of a surplus from the next prior assess- 
ment can be definitely ascertained. 


137. Powers anv Dutres or EXAMINERS 


Existing law 

The last sentence of section 20 of the Federal Home Loan Bank Act, 
as amended : 
“For the purposes of this Act, examiners appointed by the Board shall 
be subject to the same requirements, responsibilities, and penalties as 
are applicable to examiners under the National Bank Act and the Fed- 
eral Reserve Act, and shall have, in the exercise of functions under this 
Act, the same powers and privileges as are vested in such examiners by 
law.’ 


Recommendations 

Amend this sentence (1) by inserting, after the comma following 
“this Act”, the language “the Home Owners’ Loan Act of 1933 as now 
or hereafter in force, or title IV of the Natitonal Housing Act as so in 
force”, followed by a comma, and (2) by striking the language “func- 
tions under this Act” and inserting in lieu thereof the language “their 
functions”. 


Reasons 


Examiners appointed by the Board exercise functions not only under 
the Federal Home Loan Bank Act but also under section 5 of the Home 
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Owners’ Loan Act of 1933 (relating to Federal savings and loan asso- 
ciations) and under title VI of the National Housing Act (relating 
to institutions the accounts of which are insured by the Federal Sav- 
ings and Loan Insurance Corporation). The proposed amendments 
appropriately broaden the language of the sentence by recognition of 
these functions under the other two acts. 


138. Iwreracency SERVICES 
Existing law 

Subsection (a) of section 22 of the Federal Home Loan Bank Act, as 
amended : 

“(a) In order to enable the board to carry out the provisions of this 
Act, the Treasury Department, the Comptroller of the Currency, the 
Federal Reserve Board, and the Federal reserve banks are hereby au- 
thorized, under such conditions as they may prescribe, to make avail- 
able to the board in confidence for its use and the use of any Federal 
Home Loan Bank such reports, records, or other information as may 
be available, relating to the condition of institutions with respect to 
which any such Federal Home Loan Bank has had or contemplates 
having transactions under this Act or relating to persons whose obli- 
gations are offered to or held by any Federal Home Loan Bank, and 
to make through their examiners or other employees, for the confiden- 
tial use of the board or any Federal Home Loan Bank, examinations of 
such institutions.” 


Recommendation 


Amend subsection (a) by striking the language “Federal Reserve 
Board” and inserting in lieu thereof the language “Board of Gover- 
nors of the Federal Reserve System”. 

Reason f 
To reflect in the act the present name of the board in question. 


139. InTERBANK ADJUSTMENTS 

Existing law 

Section 26 of the Federal Home Loan Bank Act, as amended : 

“Whenever the board finds that the efficient and economical accom- 
plishment of the purposes of this Act will be aided by such action, and 
in accordance with such rules, regulations, and orders as the board 
may prescribe, any Federal Home Loan Bank may be liquidated or 
reorganized, and its stock paid off and retired in whole or in part in 
connection therewith after paying or making provision for the pay- 
ment of its liabilities. In the case of any such liquidation or reor- 
ganization, any other Federal Home Loan Bank may, with the ap- 
proval of the board, acquire assets of any such liquidated or reor- 
ganized bank and assume liabilities thereof, in whole or in part.” 


Recommendation 

Amend section 26 by inserting at the end thereof the following new 
sentence: “In case of the readjustment or creation of any district or 
districts, the board may, subject to the provisions of subsection (b) 
of section 4, require such transfer of assets and membership, such as- 
sumption of liabilities, and such other adjustments as it may deem 
necessary or advisable, but notwithstanding this sentence or any other 
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provision of law all debentures and bonds issued under subsections 
(b) and (c) of section 11 and from time to time outstanding shall at 
all times be the joint and several! obligations of all Federal Home Loan 
Banks.” 


Reason 

This amendment is proposed for the purpose of providing clear 
authority for the Board to make necessary adjustments in case of the 
readjustment or creation of any Federal home loan bank district or 
districts, at the same time making it clear that notwithstanding such 
adjustments any consolidated debentures or consolidated bonds are 
to be and remain the joint and several obligations of all Federal home 
loan banks. 

140. Terrrrorra, AppiicaBitiry or Act 

Existing law 

Section 29 of the Federal Home Loan Bank Act, as amended: 

“That notwithstanding any provisions of law prohibiting bonds of 
the United States from bearing the circulation privilege, for a period 
of three years from the date of enactment of this Act all outstandin 
bonds of the United States heretofore issued or issued during suc 
period, bearing interest at a rate not exceeding 33¢ per centum per 
annum, shall be receivable by the Treasurer of the United States as 
security for the issuance of circulating notes to national banking asso- 
ciations, and upon the deposit with the Treasurer of the United States 
by a national banking association of any such bonds, such association 
shall be entitled to receive circulating notes in the same manner and to 
the same extent and subject to the same conditions and limitations now 
provided by law in the case of 2 per centum gold bonds of the United 
States bearing the circulation privilege; except that the limitation 
contained in section 9 of the Act of July 12, 1882, as amended, with 
respect to the amount of lawful money which may be deposited with 
the Treasurer of the United States by national banking associations 
for the purpose of withdrawing bonds held as security for their circu- 
lating notes, shall not apply to the bonds of the United States to which 
the circulation privilege is extended by this section and which are held 
as security for such notes. Nothing contained in this section shall be 
construed to modify, amend, or repeal any law relating to bonds of the 
United States which now bear the circulation privilege. 

“As used in this section, the word ‘bonds’ shall not include notes, 
certificates, or bills issued by the United States. 

“There are hereby authorized to be appropriated such sums as may 
be necessary to carry out the provisions of this section.” 


Recommendation 

Amend section 29 to read as follows: 

“Src. 29. Notwithstanding any other provision of law now or here- 
after in force, the provisions of this Act shall apply to the several 
States, the District of Columbia, and the Territories and possessions 
of the United States.” 


Reason 
This amendment is proposed in order to repeal the existing provi- 


sions of section 29, which are now obsolete, and to make clear that the 
act applies to all the States, to the District of Columbia, to Territories 
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now existing or hereafter created, and to the possessions of the United 
States. 


Home Owners’ Loan Act or 1933 
141. Rererences tro Home Loan Bank Boarp 


E visting law 

The Home Owners’ Loan Act of 1933, as amended (too long for 
rc>roduetion here). 
Ree convnendation 


Amend the Home Owners’ Loan Act of 1933, as amended, by strik- 


ing the language “Home Loan Bank Board”, wherever the same ap- 


pears therein, and inserting in lieu thereof in each place the word 
“Board”. 


Reason 


References in the existing act to “Home Loan Bank Board” do not 
accurately reflect the name of the Board (the present Federal Home 
Loan Bank Board). 


142. DEFINITIONS 
Eevisting law 

Section 2 of the Home Owners’ Loan Act of 1933, as amended: 

“As used in this Act— 

“(a) The term ‘Board’ means the Federal Home Loan Bank Board 

reated under the Federal Home Loan Bank Act. 

“(b) The term ‘Corporation’ means the Home Owners’ Loan Cor- 
poration created under section 4 of this Act. 

“(e). The term ‘home mortgage’ means a first mortgage on real 
estate in fee simple or on a leasehold (1) under a lease for not less than 
ninety-nine years which is renewable, or (2) under a lease having a 
period of not less than fifty years to run from the date the mortgag ge 
was executed, upon which there is located a dwelling or dwellings for 
not more than four families, which is used in w hole or in part by the 
owner as a home or held by him as his homestead, and which has a 
value of not to exceed $20,000; and the term ‘first mortgage’ includes 
such classes of first liens as are commonly given to secure advances on 
real estate under the laws of the State in which the real estate is located, 
together with the credit instruments, if any, secured thereby. 

“(d) The term ‘association’ means a Federal Savings and Loan 


Association chartered by the Board as provided in section 5 of this 
Act.” 
Recommendation 

Amend section 2 as follows: (1) by striking all in subdivision (a) 
after “Federal Home Loan Bank Board” and before the period and 
inserting in lieu thereof the language “referred to in subsection (b) 
of section 17 of the Federal Home Loan Bank Act”, and (2) by strik- 


ing subdivision (b) and relettering subdivisions (c) and (d) as (b) 
and (c), respectively. 


Reason 


Existing references in the act to the original Federal Home Loan 
Bank Board created in 1932 by the Federal Home Loan Bank Act 
should now be changed to references to the present Federal Home Loan 
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Bank Board created by Reorganization Plan No. 3 of 1947 and re- 
ferred to in subsection (b) of section 17 of the Federal Home Loan 


Bank Act, as amended. Also, subdivision (b) is obsolete and should 
be deleted. 


143. InrEerEst RATES AND CHARGES OF FEDERAL SAVINGS AND LOAN 
ASSOCIATIONS 


Existing law 


Section 4 of the Home Owners’ Loan Act of 1933, as amended (now 
obsolete and too long for reproduction here). 


Recommendation 


Amend section 4 to read as follows: 

“Sec. 4. Subject to such restrictions and limitations as the Board 
may by regulations prescribe, any Federal savings and loan associa- 
tion may take, receive, reserve, or charge, with respect to any loan, 
such charges by way of interest, discount, fees, or otherwise as are 
allowed by applicable law to other lenders, or such other or higher 
rates or charges as are allowed by applicable law to any class of other 
similar local mutual thrift and home-financing institution or as are 
allowed by regulations of the Board: Provided, That nothing in this 
section shall authorize any association to exceed, with respect to any 
loan to which the provisions of section 5 of the Federal Home Loan 
Bank Act are applicable, the charges permitted by the provisions of 
said section 5.” 

Reason 


This amendment is proposed (1) in order to repeal the existing pro- 
visions of section 4, which relate solely to the Home Owners’ Loan 
Corporation, now out of existence, and (2) in order to clarify the 
question of the extent to which interest rates and charges by Federal 
savings and loan associations are, on the one hand, governed by State 
or local law or are, on the other hand, governed by Federal law and 
regulations of the Federal Home Loan Bank Board. 


Recommendation 

Strike the heading “CREATION OF HOME OWNERS’ LOAN 
CORPORATION” immediately preceding section 4 and the heading 
“FEDERAL SAVINGS AND LOAN ASSOCIATIONS” immedi- 
ately preceding section 5, and insert immediately before section 4 a 
new heading “FEDERAL SAVINGS AND LOAN ASSOCIA- 
TIONS”. 
Reason 

This technical amendment would replace an obsolete heading im- 
mediately before section 4 and move the heading relating to Federal 
savings and loan associations so as to make it precede section 4, which 
if amended in accordance with the amendment suggested next above 
would apply to such associations. 


144. ADMINISTRATIVE PROCEEDINGS 


Existing law 
Subsection (d) of section 5 of the Home Owners’ Loan Act of 1933, 
as amended: 
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*(d) @) The Board shall have power to enforce this section and 
rules and regulations made hereunder. In the enforcement of any 
provision of this section or rules and regulations made hereunder, 
or any other law or regulation, and in the administration of con- 
servatorships and receiverships as provided in subsection (d) (2) 
hereof, the Board is authorized to act in its own name and through 
its own attorneys. The Board shall have power to sue and be sued, 
complain and defend in any court of competent jurisdiction in the 
United States or its territories or possessions or the Commonwealth 
of Puerto Rico. It shall by formal resolution state any alleged viola- 
tion of law or regulation and give written notice to the association con- 
cerned of the facts alleged to be such violation, except that the appoint- 
ment of a Supervisory Representative in Charge, a conservator or a 
receiver shall be exclusively as provided in subsection (d) (2) hereof. 
Such association shall have thirty days within which to correct the 
alleged violation of law or regulation and to perform any legal duty. 
If the association concerned does not comply with the law or regula- 
tion within such period, then the Board shall give such association 
twenty days’ written notice of the charges against it and of a time and 
place at which the Board will conduct a hearing as to such alleged 
violation of duty. Such hearing shall be in the Federal judicial dis- 
trict of the association unless it consents to another place and shall be 
conducted by a hearing examiner as is provided by the Administrative 
Procedure Act. The Board or any member thereof or its designated 
representative shall have power to administer oaths and affirmations 
and shall have power to issue subpenas and subpenas duces tecum, and 
shall issue such at the request of any interested party, and the Board 


or any interested party =. apply to the United States district court 


of the district where such hearing is designated for the enforcement 
of such subpena or subpena duces tecum and such courts shall have 
power to order and require compliance therewith. A record shall be 
made of such hearing and any interested party shall be entitled to a 
copy of such record to be furnished by the Board at its reasonable cost. 
After such hearing and adjudication by the Board, appeals shall lie as 
is provided by the Administrative Procedure Act, and the review by 
the court shall be upon the weight of the evidence. Upon the giving 
of notice of alleged violation of law or regulation as herein provided, 
either the Board or the association affected may, within thirty days 
after the service of said notice, apply to the United States district court 
for the district where the association is located for a declaratory judg- 
ment and an injunction or other relief with respect to such controversy, 
and said court shall have jurisdiction to adjudicate the same as in other 
eases and to enforce its orders. The Board may apply to the United 
States district court of the district where the association affected has 
its home office for the enforcement of any order of the Board and such 
court shall have power to enforce any such order which has become 
final. The Board shall be subject to suit by any Federal savings and 
loan association with respect to any matter under this section or regu- 
lations made thereunder, or any other law or regulation, in the United 
States district court for the district where the home office of such asso- 
ciation is located, and may be served by serving a copy of process on 
any of its agents and mailing a copy of such process by registered mail, 
to the Home Loan Bank Board, Washington, District of Columbia. 
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“(2) The grounds for the appointment of a conservator or receiver 
for a Federal savings and loan association shall be one or more of the 
following: (i) insolvency in that the assets of such association are less 
than its obligations to its creditors and others, ineluding its members ; 
(ii) violation of law or of a regulation; (iii) the concealment of its 
books, records, or assets or the refusal to submit its books, papers, rec- 
ords, or affairs for inspection to any examiner or lawful agent ap- 
pointed by the Home Loan Bank Board, and (iv) unsafe or unsound 
operation. The Board shall have exclusive jurisdiction to appoint 
a Supervisory Representative in Charge, conservator, or receiver. Lf, 
in the opinion of the Board,.a ground for the appointment of a conser- 
vator or receiver as herein provided exists and the Board determines 
that an emergency exists requirmg immediate action, the Board is 
authorized to appoint ex parte and without notice a Supervisory Rep- 
resentative in Charge to take charge of said association and its affairs 
who shall haye and exercise all the powers herein provided for conser- 
vators and receivers. Unless sooner removed by the Board, such Su- 
pervisory Representative in Charge shall hold office until a conser- 
vator or receiver, appointed by the Board after notice as herein pro- 
vided, takes charge of the association and its affairs, or for six months, 
or until thirty days after the termination of the administrative hear- 
ing and final proceedings herein provided, or until sixty days after 
the final termination of any litigation affecting such temporary ap- 
pointment, which ever is longest. The Board shall have the power to 
appoint a conservator or receiver but no such appointment of a con- 
servator or receiver shall be made except pursuant to a formal reso- 
lution of the Board stating the grounds therefor and except notice 
thereof is given to said association stating the grounds therefor and 
until an opportunity for an administrative hearing thereon is afforded 
to said association. Such hearing shall be held in accordance with 
the provisions of the Administrative Procedure Act and shall be sub- 
ject to review as therein provided and the review by the court shall 
be upon the weight of the evidence. A conservator shall have all the 
powers of the members, the directors, and officers of the Federal asso- 
ciation and shall be authorized to operate it in its own name or con- 
serve its assets in the manner and to the extent authorized by the 
Board. The Board shall appoint only the Federal Savings and Loan 
Insurance Corporation as receiver for any Federal savings and loan 
association, which shall have power as receiver to buy at its own sale 
subject to approval by the Board. With the consent of the associa- 
tion expressed by a resolution of the board of directors or of its mem- 
bers, the Board is authorized to appoint a conservator or receiver for 
a Federal association without notice and without hearing. The Board 
shall have power to make rules and regulations for the reorganization, 
merger, and liquidation of Federal associations and for such asso- 
ciations in conservatorship and receivership and for the conduct of 
conservatorships and receiverships. Whenever a Supervisory Repre- 
sentative in Charge, conservator, or receiver, appointed by the Board 
pursuant to the provisions of this section, demands possession of the 
property, business and assets of any association, the refusal of any 
officer, agent, employee, or director of such association to comply with 
the demand Shall be punishable by a fine of not more than $1,000 or 
by imprisonment for not more than one year or both by such fine and 
imprisonment.” 
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Recommendation 


Amend subsection (d) to read as follows: 

“(d) (1) Whenever in the opinion of the Board an association 
has violated or is violating any provision of law or regulation to which 
it is subject, the Board may by formal resolution state such alleged 
violation and give written notice to the association of the facts alleged 
to constitute such violation. If the association shall not correct such 
violation within twenty days, or within such further time as the Board 
shall allow, the Board shall give the association twenty days’ written 
notice of the time and place at which the Board, a member thereof, or 
a person designated by the Board will conduct a hearing as to such 
alleged violation. If the Board finds the association to be guilty of 
the charges alleged it may issue its order or orders to the association 
to cease or correct the violation or violations of which it is found 
guilty. 

“Nothing contained in this subdivision (1) or in subdivision (2) 
hereof shall limit the power of the Board to appoint a Supervisory 
Representative in Charge, a conservator, or a receiver, which appoint- 
ment shall be exclusively as provided in subdivision (3) hereof. 

“(2) Whenever in the opinion of the Board any director or officer 
of an association has violated or is violating any law or regulation re- 
lating to such association or has engaged or is engaging in unsafe or 
unsound practices in conducting the business of such association or 
has violated his duty to such association as an oflicer or director, the 
Board may notify the board of directors of such association to remove 
such director or officer from office. Such director or officer may be 
removed by an affirmative vote of a majority of the members of the 
board of directors of such association at a regular meeting of the 
board or at a special meeting called for that purpose. No vote of such 
board of directors upon removal of a director shall be taken until he 
has been advised of the cause therefor and has had an opportunity to 
submit to the board of directors his statement relative hereto, either 
oral or written. If, within thirty days from the date of the notifica- 
tion to it by the Board, the board of directors of such association shall 
have failed or refused to remove such director or officer as hereinabove 
provided, the Board may cause notice to be served upon such director 
or officer to appear at a hearing before the Board, a member thereof, 
or a person designated by the Board and show cause why he should 
not. be removed from office. The notice shall state the ground or 
grounds upon which it is based. A copy of such notice shall be sent 
to each director of the association affected by registered mail. The 
Board may suspend such officer or director pending final determina- 
tion upon the removal of such officer or director. If, after hearing, 
the Board finds that such officer or director has violated or is violating 
any law or regulation relating to such association or has engaged or 
is engaging in unsafe or unsound practices in conducting the business 
of such association or has violated his duty to such association as an 
officer or director, the Board may order that such director or officer be 
removed from office. A copy of such order shall be served upon such 
director or officer. A copy of such order shall also be served upon the 
association of which he is a director or officer, whereupon such director 
or officer shall cease to be a director or officer of such association. 
Any such director or officer removed from office as herein provided 
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who thereafter participates in any manner in the management of such 
association, or any such director or officer who participates in any man- 
ner in the management of such association during his suspension as 
herein provided, shall be fined not more than $5,000 or imprisoned for 
not more than 5 years, or both, in the discretion of the court. 

“(3) The grounds for the serene of a conservator or a re- 
ceiver for an association shall be one or more of the following: (1) 
insolvency in that the assets of such association are less than its obliga- 
tions to its creditors and others, including its members; (ii) violation 
of law or of a regulation; (iii) the concealment of its books, papers, 
records, or assets or the refusal to submit its books, papers, records, or 
affairs for inspection to any examiner or lawful agent appointed by 
the Board; (iv) unsafe or unsound operation; (v) failure or refusal 
to obey an order issued pursuant to subdivision (1) hereof. The 
Board shall have exclusive power and jurisdiction to appoint a Super- 
visory Representative in Charge, a conservator, or a receiver for an as- 
sociation. If, in the opinion of the Board, a ground for the appoint- 
ment of a conservator or receiver as herein provided exists and the 
Board determines that an emergency exists requiring immediate ac- 
tion, the Board is authorized to appoint ex parte and without notice 
a Supervisory Representative in Charge to take charge of such associa- 
tion and its affairs, who shall have and exercise all the powers herein 
provided for conservators. Unless sooner removed by the Board, such 
Supervisory Representative in Charge shall hold office until a con- 
servator or receiver, appointed by the Board as herein provided, takes 
charge of such association and its affairs, or for six months, or until 
thirty days after the termination of the administrative hearing on the 
appointment of a conservator or receiver and final proceedings thereon 
as herein provided, whichever is longest. No appointment of a con- 
servator or receiver shall be made until notice thereof is given to the 
association stating the grounds therefor and until an opportunity for 
a hearing thereon before the Board, a member thereof. or a person 
designated by the Board is afforded to such association. A conser- 
vator shall have all the powers of the members, the directors, and the 
officers of the association and shall be authorized to operate it in its 
own name or conserve its assets in the manner and to the extent au- 
thorized by the Board. The Board shall appoint only the Federal 
Savings and Loan Insurance Corporation as a receiver for the asso- 
ciation. With the consent of the association expressed by a resolu- 
tion of its board of directors or of its members, the Board is authorized 
to appoint a conservator or receiver for an association without any re- 
quirement of notice or hearing. Such action to appoint a conservator 
may be taken regardless of whether a Supervisory Representative in 
Charge has been appointed, and such action to appoint a receiver 
may be taken regardless of whether a Supervisory Representative in 
Charge or a conservator has been appointed. The Board may re- 
place a conservator with a receiver without any requirement of 
notice or hearing. The Board shall have power to make rules and 
regulations for the reorganization, merger, and liquidation of associ- 
ations and for associations in conservatorship and receivership and 
for the conduct of conservatorships and receiverships and shall have 
power by regulation or otherwise to define, for the purpose of this sub- 
section, what constitutes unsafe or unsound practices and unsafe or 
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unsound operation. In the event that an association’s Federal Home 
Loan Bank membership or its status as an insured institution as de- 
fined in section 401 of the Nationa) Housing Act is terminated, the 
Board shall, simultaneously with such termination or promptly 
thereafter, and without any requirement of notice or hearing, appoint 
a conservator or appoint the Federal Savings and Loan Insurance 
Corporation as receiver for such association, and such an appoint- 
ment of said Corporation as receiver shall be deemed to constitute a 
default within the meaning of title LV of the National Housing Act. 

“Whenever a Supervisory Representative in Charge, a conservator, 
or a receiver appointed by the Board demands possession of the prop- 
erty, business, and assets of any association, the refusal of any di- 
rector, oflicer, employee, or agent of such association to comply with 
the demand shall be punishable by a fine of not more than $5,000 or 
by imprisonment for not more than one year, or by both such fine and 
imprisonment. 

*(4) All hearings under the provisions of subdivisions (1), (2), and 
(@) hereof shall be conducted in accordance with the provisions of 
the Administrative Procedure Act and shall be held in the Federal 
judicial district in which the principal office of the association af- 
fected is located unless it consents to another place. The Board or 
any member thereof or its designated representative shall have power 
to administer oaths and aflirmations and to take or cause depositions 
to be taken and shall have power to issue subpenas and subpenas duces 
tecum and shall issue such at the request of any interested party, 
and the Board or any interested party may apply to the United 
States District Court of the district where such hearing is designated 
for the enforcement of such subpenas or subpenas duces tecum and 
such court shall have power to order and require compliance therewith. 

“Any association aggrieved by a final order of the Board entered 
pursuant to any such hearing or any officer or director against whom 
an order of removal has been issued pursuant to subdivision (2) here- 
of after hearing may obtain a review of such order in the United 
States Court of Appeals in the circuit in which the hearing was held 
by filing in such court within thirty days after the issuance of such 
order a written petition praying that the order of the Board be set 
aside. A copy of such petition shall be forthwith served upon the 
Board by serving a copy thereof on any of its agents and mailing a 
copy by registered mail to the Federal Home Loan Bank Board, 
Washington, District of Columbia. 

“Within thirty days after the service of such petition upon it or 
such further time as the court shall allow, the Board shall file with 
the court a copy of the order complained of and the originals or certi- 
fied copies of all papers and evidence presented to and considered by it 
in entering said order. The record and briefs upon which any such 
review shall be held and determined by the court shall contain such 
information and material and shall be prepared within such time and 
in such manner as the court may by rule or order prescribe. At the 
earliest convenient time the court shall determine the matter upon 
the record before it in the manner prescribed by subsection (e) of 
section 10 of the Administrative Procedure Act. The court shall 
not stay, or enjoin the operation of, the order of the Board pending 
its final judgment. The court may in its discretion enter judgment 
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for costs against the petitioner. The court’s judgment shall be final, 
subject, however, to review by the Supreme Court of the United States 
upon writ of certiorari upon petition therefor under section 1254 of 
title 28 of the United States Code by the petitioner or by the Board, 
or by certification by the court pursuant to the provisions of that 
section. 

“(5) The Board shall have power to sue, complain, and defend in 
any court of competent jurisdiction. In any action, suit, or other 
proceeding to which it is a party, and in the administration of con- 
servatorships and receiverships, the Board is authorized to act in its 
own name and through its own attorneys. 

(6) All expenses of the Board or of the Federal Savings and Loan 
Insurance Corporation in connection with the preparation for or con- 
duct of proceedings under this subsection shall be considered as non- 
administrative expenses.” 

















Reasons 

The existing provisions of subsection (d) are complicated and in- 
volved, in some respects self-contradictory, and capable of causing 
needless delays in the process of judicial review. The suggested re- 
vision would, it is believed, remedy these defects and provide a speedy 
and effective means of judicial review on the basis provided in the 
Administrative Procedure Act, as distinguished from review on the 
weight of the evidence as provided in the existing subsection. 

The revision contains provisions for removal of a director or 
officer who is guilty of violation of law or regulation or of engaging 
in unsafe or unsound practices in conducting the business of the asso- 
ciations. These provisions are similar to those of section 77 of title 
12 of the United States Code, which is applicable to directors and offi- 
cers of national banks and of State member banks of the Federal Re- 
serve System. 

Tn addition, the revision would require the Board to appoint a con- 
servator or receiver for a Federal savings and loan association in the 
event that such association’s Federal home loan bank membership 
or its status as an insured institution under title IV of the National 
Housing Act is terminated. The existing law requires that each 
Federal savings and loan association have such membership and in- 
surance, but does not make clear what is to happen when a situation 
arises involving termination of a Federal association’s Federal home 
loan bank membership or its insured status. 


























145. INVESTMENTs By SECRETARY OF THE TREASURY IN FEDERAL 
Savines anp Loan ASSOCIATIONS 











Existing law 

Subsections (g) and (j) of section 5 of the Home Owner’s Loan Act 
of 1933, as amended : 

“(o) The Secretary of the Treasury is authorized on behalf of the 
United States to subscribe for preferred shares in such associations 
which shall be preferred as to the assets of the association and 
which shall be entitled to a dividend, if earned, after payment of ex- 
penses and provisions for reasonable reserves, to the same extent as 
other shareholders. It shall be the duty of the Secretary of the 
Treasury to subscribe for such preferred shares upon the request of 
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the Board; but the subscription by him to the shares of any one asso- 
ciation shall not exceed $100,000, and no such subscription shall be 
called for unless in the judgment of the Board the funds are neces- 
sary for the encouragement of local home financing in the community 
to be served and for the reasonable financing of homes in such com- 
munity. Payment on such shares may be called from time to time by 
the association, subject to the approval of the Board and the Secretary 
of the Treasury ; but the amount paid in by the Secretary of the Treas- 
ury shall at no time exceed the amount paid in by all other share- 
holders, and the aggregate amount of shares held by the Secretary of 
the Treasur shall not exceed at any time the aggregate amount of 
shares held by all other shareholders. To enable the Secretary of the 
Treasury to make such subscriptions when called there is hereby au- 
thorized to be appropriated, out of any money in the Treasury not 
otherwise appropriated, the sum of $100,000,000, to be immediately 
available and to remain available until expended. Each such asso- 
ciation shall issue receipts for such payments by the Secretary of the 
Treasury in such form as may be approved by the Board, and such 
receipts shall be evidence of the interest of the United States in such 
preferred shares to the extent of the amount so paid. Each such 
association shall make provision for the retirement of its preferred 
shares held by the Secretary of the Treasury, and beginning at the 
expiration of five years from the time of the investment in such shares, 
the association shall set aside one third of the receipts from its in- 
vesting and borrowing shareholders to be used for the purpose of such 
retirement. In case of the liquidation of any such association the 
shares held by the Secretary of the Treasury shall be retired at par 
before any payments are made to any other shareholders. 

“(j) In addition to the authority to subscribe for preferred shares 
in Federal Savings and Loan Association, the Secretary of the Treas- 
ury is authorized on behalf of the United States to subscribe for an 
amount of full paid income shares in such associations, and it shall 
be the duty of the Secretary of the Treasury to subscribe for such 
full paid income shares upon the request of the Federal Home Loan 
Bank Board. Payment on such shares may be called from time to time 
by the association, subject to the approval of said Board and the Sec- 
retary of the Treasury, and such payments shall be made from the 
funds appropriated pursuant to subsection (g) of this section; but the 
amount paid in by the Secretary of the Treasury for shares under this 
subsection and such subsection (g), together shall at no time exceed 
75 per centum of the total investment in the shares of such association 
by the Secretary of the Treasury and other shareholders. Each such 
association shall issue receipts for such payments by the Secretary of 
the Treasury in such form as may be approved by said Board and such 
receipts shall be evidence of the interest of the United States in such 
full paid income shares to the extent of the amount so paid. No request 
for the repurchase of the full paid income shares purchased by the 
Secretary of the Treasury shall be made for a period of five years from 
the date of such purchase, and thereafter requests by the Secretary of 
the Treasury for the repurchase of such shares by such associations 
shall be made at the discretion of the Board; but no such association 
shall be requested to repurchase any such shares in any one year in an 
amount in excess of 10 per centum of the total amount invested in 

















186 STUDY OF BANKING LAWS 





such shares by the Secretary of the Treasury. Such repurchases shall 
be made in accordance with the rules and regulations prescribed by the 
Board for such associations.” 


Recommenation 
Repeal subsections (g) and (j), and reletter subsections (h), (i), 
and (k) as subsections (g), (h), and (i), respectively. 
Reason 
These subsections are now obsolete. All investments made under 
said subsections have been liquidated, and no further funds are cur- 
rently available thereunder. 


146. Conversions 
Existing law 
Subsection (i) of section 5 of the Home Owners’ Loan Act of 1933, 


as amended: 
“(i) Any member of a Federal Home Loan Bank may convert 


itself into a Federal Savings and Loan Association under this Act 
upon a vote of 51 per centum or more of the votes cast at a legal meet- 
ing called to consider such action; but such conversion shall be sub- 
zect to such rules and regulations as the Board may prescribe, and 
thereafter the converted association shall be entitled to all the benefits 
of this section and shall be subject to examination and regulation to 
~ same extent as other associations incorporated pursuant to this 
ct. 

“Any Federal savings and loan association may convert itself into 

a savings and loan type of institution organized pursuant to the laws 
of the State, District, or Territory (hereinafter referred to in this 
section as the State) in which the principal office of such Federal 
association is located: Provided, (1) That the State permits the con- 
version of any savings and loan type of institution of such State into 
a Federal savings and loan association; (2) that such conversion of a 
Federal savings and loan association into such a State institution is 
determined upon the vote in favor of such conversion cast in person 
or by proxy at a special meeting of members called to consider such 
action, specified by the law of the State in which the home office of 
the Federal association is located, as required by such law for a State- 
chartered institution to convert itself into a Federal association, but 
in no event upon a vote of less than 51 per centum of all the votes 
cast at such meeting, and upon compliance with other requirements 
reciprocally equivalent to the requirements of such State law for the 
conversion of a State-chartered institution into a Federal association ; 
(3) that notice of the meeting to vote on conversion shall be given as 
herein provided and no other notice thereof shall be necessary; the 
notice shall expressly state that such meeting is called to vote thereon, 
as well as the time and place thereof, and such notice shall be mailed, 
postage prepaid, at least twenty and not more than thirty days prior 
to the date of the meeting, to each member of record of the Federal 
association at his last address as shown on the books of the Federal 
association and to the General Manager of the Federal Savings and 
Loan Insurance Corporation, Washington, District of Columbia; (4) 
that, upon the effective date of the conversion, the association has re- 
purchased the total amount invested in its shares by the Secretary of 
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the Treasury; and (5) that if, upon the effective date of conversion, 
the Home Owners’ Loan Corpoartion will hold of record shares of the 
association, its approval of the conversion has been obtained; (6) 
that, in the event of dissolution after conversion, the members or 
shareholders of the association will share on a mutual basis in the 
assets of the association in exact proportion to their relative share or 
account credits; (7) that such conversion shall be effective upon the 
date that all the provisions of this act shall have been fully complied 
with and upon the issuance of a new charter by the State wherein the 
association is located; it being provided that its act of converting 
into a State-chartered institution shall constitute an agreement to be 
bound by all the requirements that the Federal Savings and Loan 
Insurance Corporation may legally impose under section 403 of title 
IV of the National Housing Act, as now or hereafter amended, and 
the association shall upon conversion and thereafter be authorized to 
issue securities in any form currently approved at the time of issue by 
the Federal Savings and Loan Insurance Corporation for issuance by 
similar insured institutions in such State, District, or Territory. 

“In addition to the foregoing provison for converson upon a vote 
of the members only any association chartered as a Federal savings 
and loan association, including any having outstanding shares held by 
the Secretary of the Treasury or Home Owners’ Loan Corporation, 
may convert itself into a State institution upon an equitable basis, 
subject to approval, by regulations or otherwise, by the Home Loan 
Bank Board and by the Federal Savings and Loan Insurance Corpo- 
ration: Provided, That if the insurance of accounts is terminated in 
connection with such conversion, the notice and other action shall be 
taken as provided by law and regulations for the termination of insur- 
ance of accounts.” 

Recommendations 

Amend subsection (i) as follows: (1) by striking in the second par- 
agraph the language “or Territory” and inserting in lieu thereof the 
language “Territory, or possession”; (2) by striking in the second par- 
agraph subdivisions (4) and (5) and renumbering subdivisions (6) 
and (7) as subdivisions (4) and (5), respectively; and (3) by striking 
in the last paragraph the language “a State institution” and inserting 
in lieu thereof the language “an institution organized pursuant to the 
laws of the State, District, Territory, or possession in which the prin- 
cipal oflice of such Federal association is located”. 

Reasons 

Amendment (1) would make clear that Federal savings and loan 
associations may convert under the second paragraph of subsection 
(1) not only to State-chartered institutions but also to institutions of 
the District of Columbia or of the Territories and possessions. Amend- 
ment (2) would remove obsolete provisions relating to investments in 
Federal savings and Joan associations by the Secretary of the Treasury 
and the Home Owners’ Loan Corporation; the Home Owners’ Loan 
Corporation is no longer in existence, and the provisions of the Home 
Owners’ Loan Act of 1933 under which the Secretary of the Treasury 
formerly made such investments (subsecs. (g) and (j) of sec. 5) are 
hereinabove proposed to be repealed. Amendment (3) would accom- 
plish the same purpose with respect to the last paragraph of subsection 
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(i) that amendment (1) would accomplish with respect to the second 
paragraph of said subsection. 


147. Promotion or Savincs AND Loan AsSsoOcIATIONS 


Existing law 


Section 6 of the Home Owners’ Loan Act of 1933, as amended: 

“To enable the Board to encourage local thrift and local home 
financing and to promote, organize, and develop the associations herein 
provided for or similar associations organized under local laws, there 
is hereby authorized to be appropriated, out of any money in the 
Treasury not otherwise appropriated, the sum of $150,000, to be im- 
mediately available and remain available until expended, subject to the 
call of the Board, which sum, or so much thereof as may be necessary, 
the Board is authorized to use in its discretion for the accomplishment 
of the purposes of this section without regard to the aoe of any 
other law governing the expenditure of public funds. For the pur- 
poses of this section the Secretary of the Treasury is authorized and 
directed to allocate and make immediately availalile to the Board, out 
of the funds appropriated pursuant to section 5 (g), the sum of 
$700,000. Such sum shall be in addition to the funds appropriated pur- 
suant to this section, and shall be subject to the call of the Board and 
shall remain available until expended. The sums appropriated and 
made available pursuant to this section shall be used impartially in 
the promotion and development of local thrift and home-financing 
institutions, whether State or Federally chartered.” 


Recommendation 


Repeal section 6, and renumber the last two sections of the act as sec- 
tions 6 and 7, respectively. 


Reason 


Section 6 authorized an appropriation and an allocation of funds to 
enable the original Federal Home Loan Bank Board to promote, or- 
ganize, and develop Federal savings and loan associations or similar 
associations organized under local laws. The present Board has not 
engaged in any such promotional activities and sees no need at the 
present time or in the foreseeable future for the resumption of such 
activities. 

148. TerriroraL AppPLicaBILity or Act 


Existing law 
Section 7 of the Home Owners’ Loan Act of 1933, as amended: 
“The provisions of this Act shall apply to the continental United 
States, to the Territories of Alaska and Hawaii, and to Puerto Rico, 
Guam, and the Virgin Islands.” 


Recommendation 

Amend section 7 (to be renumbered sec. 6) to read as follows: 

“Sec. 6. Nothwithstanding any other provision of law now or 
hereafter in force, the provisions of this Act shall apply to the several 
States, the District of Columbia, and the Territories and possessions 
of the United States.” 
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Reason 


This amendment is proposed in order to make clear that the act ap- 
plies to all the States, to the District of Columbia, to Territories now 
existing or hereafter created, and to the possessions of the United 
States. 

TITLE IV OF NATIONAL HOUSING ACT 


149. Rererences TO Home Loan Bank Boarp 


Existing law 
Title IV of the National Housing Act, as amended (too long for 
reproduction here). 


Recommendation 

Amend title IV by striking the language “Home Loan Bank Board,” 
wherever the same appears therein, and inserting in lieu thereof in 
each place the word “Board.” 
Leason 

References in existing title IV to “Home Loan Bank Board” do not 
accurately reflect the name of the Board (the present Federal Home 
Loan Bank Board). 


150. DreFIrniTIONns 


Recommendations 


Amend section 401 of the National Housing Act, as amended, by 
adding thereto at the end thereof the following new paragraph: 

“(e) The term ‘Board’ means the Federal Home Loan Bank Board 
referred to in subsection (b) of section 17 of the Federal Home Loan 
Bank Act.” 


Reason 


This amendment would supply a definition which is needed in the 
act. 
151, Insurep Accounts or Fipuctaries 


Existing law 


The last sentence of paragraph (b) of section 401: 

“Funds held in fiduciary capacity, when invested in an insured 
institution, shall be insured in an amount not to exceed $10,000 for 
each trust estate, and notwithstanding any other provisions of this 
Act, such insurance shall be separate from and additional to that 
covering other investments by the owners of such trust funds or the 
beneficiaries of such trust estates.” 


Recommendation 


Amend the sentence as follows: (1) by striking the language begin- 
ning with the word “Funds” and ending “shall be insured” and insert- 
ing 1n lieu thereof the language “Any account of an insurable type in 
any insured institution held in fiduciary capacity shall be insured to 
the fiduciary or fiduciaries”; (2) by striking the language “trust 
estate” and inserting in lieu thereof the word “beneficiary”; and (3 
by striking all of said sentence beginning with “the owners of suc 
trust funds” and ending immediately before the period and inserting 
in lieu thereof the language “the fiduciary or fiduciaries holding such 
account or the beneficiary or beneficiaries of such account.” 
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Reasons 


This amendment is proposed for the purpose of clarifying the in- 
surance of accounts held in trust or in other fiduciary capacity. 
Amendment (1) would make clear that the special provisions as to 
such accounts would apply whenever an account of an insurable type 
is held in a fiduciary capacity, regardless of the antecedent status of 
the funds. The same amendment would also make it clear, by the use 
of the language “shall be insured to such fiduciary,” that the Federal 
Savings and Loan Insurance Corporation, in making payment of the 
insurance, will be protected in making payment to the fiduciary and 
would not be under a duty to make payment to the beneficiaries. 
Amendment (2) is designed to clarify a problem which arises from the 
fact that the existing sentence provides separate insurance for each 
“trust estate.” Although the regulations treat these words as refer- 
ring to the interest of each beneficiary, it might be contended that the 
reference to “trust estate” is a reference to the property held by 
the fiduciary. This amendment would clarify the matter by sub- 
stituting the word “beneficiary” for the quoted words. Amendment 
(3) would conform the closing language of the provision to the term- 
inology of the remainder of the provision as it would be amended 
by the other two suggested amendments. 


152. Insurep Accounts or “Pusriic Units” 


Existing Law 
The second sentence of paragraph (b) of section 401: 
“Each officer, employee, or agent of the United States, of any State 


of the United States, of the District of Columbia, of any Territory of 
the United States, of Puerto Rico, of the Virgin Islands, of any 
county, of any municipality, or of any political ‘subdivision thereof, 
herein called ‘public unit,’ having official custody of public funds 
and lawfully investing the same in an insured institution shall, for 
the purpose of determining the amount of the insured account, be 
deemed an insured member in such custodial capacity separate and 
distinct from any other officer, employee, or agent of the same or any 
public unit having official custody of public funds and law fully in- 
vesting the same in the same insured institution in custodial capacity.” 


Recommendation 


Amend the sentence aforesaid as follows: (1) by striking the lan- 
guage “of any Territory of the United States, of Puerto Rico, of the 
Virgin Islands, of any county, of any municipality, or of any political 
subdivision thereof” and inserting 1n lieu thereof the following: “of 
any Territory or possession of the United States, of any county, of any 
municipality, of any political subdivision of any of the preceding, or 
any court or any corporate or other public agency or public instru- 
mentality of any of the same” ; (2) by str iking the |: anguage “of pub- 
lic funds” and inserting in lieu thereof the language “or control of 
public funds or funds of such public unit, or funds deposited with 
such public unit or with such officer, employee, or agent”; (3) by 
striking the language “the insured account” and inserting in lieu 
thereof the language “insurance under this title”; and (4) by striking 
the language “an insured member in such custodial capacity” and in- 
serting in leu thereof the language “a separate insured member with 
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respect to each separate account of an insurable type in such institu- 
tion in which any of such funds are so invested, and as such shall be 
deemed to be an insured member”. 
Reasons 

This amendment is proposed for the purpose of clarifying the pro- 
visions of the act with respect to the insurance of investments by offi- 
cers, employees, and agents of the United States, the States, and ‘other 
« public units.” Amendment (1) would ex yressly include “nosses- 
sions” of the United States as public units within the meaning of the 
provision. The same amendment would include courts and. public 
agencies and instrumentalities, corporate or unincorporated, as pub- 
lie units for this purpose. Nchonidinane (2) would make clear that 
funds of a public nature or funds on qeenan with public units or per- 
sonnel thereof, such as funds paid into court, are covered by the pro- 
vision, as well as funds which are public funds in the strict legal 
sense. Amendments (3) and (4) would make clear that each separate 
account is separately insured and would thus accomplish the dual 
purpose of giving public officials reasonable assurance as to the ex- 
tent of the insurance coverage and freeing the Federal Savings and 
Loan Insurance Corporation from the nee essity of trying to determine, 
by itself or through the courts, difficulty and complicated questions of 
State law as to the status of various funds under the control of the 
same public official or public unit. 


158. FeperAL Savrnes AND Loan INSURANCE CORPORATION 


Eeisting law 

Subsection (a) of section 402 of the National Housing Act, as 
amended : 

“(a) There is hereby created a Federal Savings and Loan Insurance 
Corporation (herein: ifter referred to as the ‘Corporation’), which shall 
insure the accounts of institutions eligible for insurance as hereinafter 
provided, and shall be under the direction of a board of trustees to be 
composed of five members and operated by it under such bylaws, rules, 
and regulations as it may prescribe for carrying out the purposes of 
this title. The members of the Federal Home Loan Bank Board shall 
constitute the board of trustees of the Corporation and shall serve as 
such without additional compensation. The principal office of the 
Corporation shall be in the District of Columbia.” 


Recommendation 

Amend subsection (a) of section 402 as follows: (1) by stmking in 
the first sentence all language after “under the direction of” and before 
the period and inserting in lieu thereof the language “the Board”, and 
(2) by striking the second sentence. 
Reason 

This amendment is suggested for the purpose of removing from title 
IV certain provisions as to the Board of Trustees of the Federal Sav- 
ings and Loan Insurance Corporation which became obsolete with the 
taking effect of Reorganization Plan No. 3 of 1947, which abolished 
said Board of Trustees. The amendment would also delete certain 
provisions as to bylaws, rules, and regulations; these provisions are 
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proposed to be included in more appropriate place and form in pro- 
posed amendments to subsection (c) of section 402 hereinbelow. 


154. Caprrat Stock oF INSURANCE CORPORATION 


Existing law 

Subsection (b) of section 402 of the National Housing Act, as 
amended : 

“(b) The Corporation shall have a capital stock of $100,000,000, 
which shall be divided into shares of $100 each. The total amount 
of such capital stock shall be subscribed for by the Home Owners’ 
Loan Corporation which is hereby authorized and directed to sub- 
scribe for such stock and make payment therefor in bonds of the Home 
Owners’ Loan Corporation. The Corporation shall issue to the Home 
Owners’ Loan Corporation receipts for payment for or on account of 
such stock, which shall serve as evidence of the ownership thereof, and 
the Home Owners’ Loan Corporation shall be entitled to the payment 
of dividends on such stock out of net earnings at a rate equal to the 
interest rate on such bonds, which dividends shall be cumulative.” 


Recommendation 
Repeal the last two sentences of subsection (b). 


Reason 


To repeal obsolete provisions relating to the original subscription 
to and issuance of the capital stock of the Federal Savings and Loan 
Insurance Corporation. 


155. Powers or INSURANCE CORPORATION 


Existing law 

Subsection (c) of section 402 of the National Housing Act, as 
amended : 

“(c) Upon the date of enactment of this Act, the Corporation shall 
become a body corporate, and shall be an instrumentality of the United 
States, and as such shall have power— 

(1) To adopt and use a corporate seal. 

“(2) To have succession until dissolved by Act of Congress. 

“(3) To make contracts. 

“(4) To sue and be sued, complain and defend, in any court of 
competent jurisdiction in the United States or its Territories or 
possessions or the Commonwealth of Puerto Rico, and may be served 
by serving a copy of process on any of its agents or any agent of the 
Home Loan Bank Board and mailing a copy of such process by regis- 
tered mail to the Corporation at Washington, District of Columbia. 

“(5) To appoint and to fix the compensation, by its board of trustees, 
of such officers, employees, attorneys, or agents, as shall be necessary 
for the performance of its duties under this title, without regard to 
the provisions of any other laws relating to the employment or com- 
pensation of officers or employees of the United States. Nothing in 
this title or any other provision of law shall be construed to prevent the 
appointment and compensation as an officer, attorney, or employee of 
the Corporation, of any officer, attorney, or employee of any board, 
corporation, commission, establishment, executive department, or in- 
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strumentality of the Government. The Corporation, with the consent 
of any board, corporation, commission, establishment, executive de- 
partment, or instrumentality of the Government, including any field 
services thereof, may avail itself of the use of information, service, and 
facilities thereof in carrying out the provisions of this title. The 
Corporation shall be entitled to the free use of the United States mails 
for its official business in the same manner as the executive departments 
of the Government, and shall determine its necessary expenditures 
under this Act and the manner in which the same shall be incurred, 
allowed, and paid, without regard to the provisions of any other law 
governing the expenditure of public funds. All necessary expenses in 
connection with the making of supervisory or other examinations (ex- 
cept examinations of Federal home loan Saahs), including the provi- 
sion of services and facilities therefor, shall be considered as nonad- 
ministrative expenses.” 


Recommendations 


(1) Amend subdivision (3) of subsection (c) by adding thereto at 
the end thereof, immediately before the period, a comma and the 
language “and to settle, compromise, or release claims by or against 
the Corporation”. 

(2) Amend subdivision (4) of subsection (c) to read as follows: 

“(4) To sue and be sued, complain and defend, in any court of com- 
petent jurisdiction. Notwithstanding section 1349 of title 28 of the 
United States Code or any other provision of law, the Corporation 
(a) shall be deemed to be an agency included in sections 1345 and 1442 
of said title, and (b) may remove actions and prosecutions under sub- 
section (a) of said section 1442, or separate and independent claims 
or causes of action under subsection (c) of section 1441 of said title, 
without regard to any restriction or requirement imposed by said 
subsections. No attachment or execution shall be issued against the 
Corporation or its property before final judgment in any court of any 
State or of the United States or any District, Territory, or possession 
thereof, or any other court. The Corporation may be served by serv- 
ing a copy of process on any of its agents or any agent of the Board 
and mailing a copy of such process by registered mail to the Corpora- 
tion at Washington, District of Columbia.” 

(3) Amend subsection (c) of section 402 by adding thereto at the 
end thereof the following new subdivisions: 

“(6) To adopt and amend bylaws and to adopt, amend, and require 
the observance of such rules, regulations, and orders as may from time 
to time be deemed necessary for carrying out the provisions or pur- 
poses of this title or for the protection of its insurance risk. 

“(7) To require information and reports from insured institutions.” 


Reasons 


(1) It appears advisable that the Corporation, as an insurer and 
in the administration of its affairs, have express authority to settle, 
compromise, or release claims. 

(2) It is considered highly advisable that the Federal Savings and 
Tan Insurance Corporation, as a Federal agency, have clear power to 
bring suit in the Federal courts and to remove to the Federal courts 
judicial proceedings brought against them, or separable controversies 
in judicial proceedings involving them, which may be instituted in 


194 STUDY OF BANKING LAWS 


State courts. Such power would be conferred by the first full sen- 
tence of the proposed revision and is similar to the power of Federal 
Reserve banks under section 632 of title 12 of the United States Code. 
The provisions of the second full sentence are similar to provisions 
with respect to the Federal Reserve banks which are contained in said 
section 632 and provisions with respect to the Federal Deposit Insur- 
ance Corporation which are contained in section 1819 of title 12 of 
the United States Code. 

(3) These amendments are proposed in order to (1) make clear 
that the Federal Savings and Loan Insurance Corporation has author- 
ity to make and enforce substantive rules and regulations to carry out 
the purposes or provisions of title IV of the National Housing Act 
and (2) make clear that the Corporation has authority to require 
insured institutions to submit information and reports. 


156. Prorection or INSURANCE CoRPORATION’S SiGNns, Devices, AND 
INSIGNIA 
Existing law 
None. 


Recommendation 

Amend section 402 of the National Housing Act, as amended, by 
adding thereto, immediately after subsection (e), the following new 
subsection : | 

“(f) No individual, association, partnership, or corporation shail 
use or display (1) any sign, device, or insigne prescribed or approved 
by the Corporation for use or display by insured institutions, (2) any 
copy, reproduction or colorable imit: tion of any such sign, device, or 
insigne, or (3) any sign, device, or insigne re: isonably calculated to 
convey the impression ‘that it is a sign, devic e, or insigne used by in- 
sured institutions, contrary to regulations of the Corporation prohibit- 
ing, or limiting or restricting, such use or display by such individual, 
association, partnership, or corporation. Every individual, partner- 
ship, association, or corporation violating this subsection shal be pun- 
ished by a fine of not exceeding $5,000, or by imprisonment not exceed- 
ing one year, or both.” 


Reason 
There has been some misuse of the devices approved by the Insurance 
Corporation for use of insured members, and it is ¢ onsider ed advisable 


that the Corporation be authorized to prohibit, under criminal penal- 
ties, misuse of this type. 


157. CrrimiInau Acts RELATING TO INSURANCE 


Existing law 

Subsection (g) of section 402 of the National Housing Act, as 
amended : 

“(g@) No individual, association, partnership, or corpor ation shall 
use the words ‘Federal Savings and Loan Insurance Corporation’, or 
any combination of any of these words which would have the effect 
of leading the public in general to believe there was any connection, 
actually not existing, between such individual, association, partnership, 
or corporation and the Federal Savings and Loan Insurance C orpora- 
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tion, as the name under which he or it shall hereafter do business. No 

individual, association, partnership, or corporation shall advertise or 
otherwise represent falsely by any device whatsoever that his or its ac- 
counts are insured or in anywise guaranteed by the Federal Savings 
and Loan Insurance Corporation, or by the Government of the United 
States, or by any instrumentality thereof; and no insured member shall 
advertise or otherwise represent falsely by any device whatsoever the 
extent to which or the manner in which its accounts are insured by the 
Federal Savings and Loan Insurance Corporation. Every individual, 
partnership, association, or corporation violating this subsection shall 
be punished by a fine of not exceeding $1,000, or by imprisonment not 
exceeding one year, or both. 


Recommendation 


Amend subsection (g) as follows: (1) By striking in the second 
sentence the word “member” and inserting in lieu thereof the word 
“institution”, and (2) by striking in the last sentence the figure 
“$1,000” and inserting in heu thereof the figure “$5,000” 


Reasons 


Amendment (1) would correct a technical error in the language of 
the sentence which would be amended. Amendment (2) is proposed 
for the reason that it is believed that the $1,000 penalty in this provi- 
sion is rather low in view of the possible serious consequences of the 
acts which are prohibited by the provisions in question. 




















































158. ReevLarion or [Nsurep INstirvurions 

Ewisting law 
Subsection (b) of section 403 of the National Housing Act, as 

amended : 

ey Application for such insurance shall be made immediately by 
each Federal savings and loan association, aud may be made at any 
time by other eligible institutions. Such applications shall be in such 
form as the Corporation shall prescribe, and shall contain an agree- 
ment (1) to pay the reasonable cost of such examinations as the 
Corporation shall deem necessary in connection with such insurance, 
and (2) if the insurance is granted, to permit and pay the cost of such 
examinations as in the judgment of the Corporation may from time 
to time be necessary for its protection and the protection of other 
insured institutions, to permit the Corporation to have access to any 
information or report with respect to any examination made by any 
public regulatory authority and to furnish any additional information 
with respect thereto as the Corporation may require, and to pay the 
premium charges for insurance as hereinafter provided. Each appli- 
‘ant for such insurance shall also file with its application an agreement 
that during the period that the insurance is in force it will not make 
any loans beyond fifty miles from its principal office except with the 
approv al of, and pursuant to regulations of, the Corporation, but any 
applicant which, prior to the date of enactment of this Act, has been 
permitted to make loans beyond such fifty mile limit may continue 
to make loans within the territory in which the applicant is operating 
on such date; will not, after it becomes an insured institution, issue 
securities which guarantee a definite return or which have a definite 
maturity except with the specific approval of the Corporation, or 
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issue any securities the form of which has not been approved by the 
Corporation; will not carry on any sales plan or practices, or any 
advertising, in violation of regulations to be made by the Corporation ; 
will provide adequate reserves satisfactory to the Corporation, to be 
established in accordance with regulations made by the Corporation, 
before paying dividends to its insured members; but such regulations 
shall require the building up of reserves to 5 per centum of all insured 
accounts within a reasonable period, not exceeding twenty years, and 
shall prohibit the payment of dividends from such reserves, or the 
payment of any dividends if any losses are chargeable to such reserves: 
Provided, That for any year dividends may be declared and paid when 
losses are chargeable to such reserves if the declaration of such 
dividends in such case is approved by the Corporation.” 
Recommendation 

Amend subsection (b) of section 403 as follows: (1) by adding a 
provision that the Board may establish conditions subject to which 
it will approve mergers or consolidations of, or the purchase or sale 
of assets by, insured institutions; (2) by adding a provision that the 
Corporation shall have power to regulate retirement, pension, and 
deferred-compensation contracts and arrangements of insured insti- 
tutions; and (3) by adding to said subsection, at the end thereof, a 
new sentence along the following line: “The Corporation shall have 
power, by regulation, to define and limit the losses which may be 
charged to such reserves.” 


Reasons 


Amendment (1) would supply a measure of needed regulatory 
authority which the Insurance Sapueaeetion does not at present clearly 
have. Amendment (2) would expressly authorize the Dorpiatiets to 
regulate on a matter with respect to which there has been a tendency 
toward abuse on the part of the managements of a few savings and 
loan institutions. Amendment (3) would enable the Corporation to 
take proper measures to protect the reserves which are required of 
insured institutions under subsection (b) of section 403; it is believed 
to be obvious that the making of allocations toward the building up 
of reserves may be defeated in a very simple manner if the reserves 
themselves are concurrently subjected to improper or unwarranted 
charges. 

159. AppLicaTIONs For INSURANCE 


Existing law 

Subsection (c) of section 403 of the National Housing Act, as 
amended. 

“(c) The Corporation shall reject the application of any applicant 
if it finds that the capital of the applicant is impaired or that its fi- 
nancial policies or management are unsafe; and the Corporation may 
reject the application of any applicant if it finds that the character 
of the management of the applicant or its home financing policy is 
inconsistent with economical home financing or with the purposes of 
this title. Upon the approval of any application for insurance the 
Corporation shall notify the applicant, and upon the payment of the 
initial premium charge for such insurance, as provided in section 404, 
the Corporation shall issue to the applicant a certificate stating that 
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it has become an insured institution. In considering applications for 
such insurance the Corporation shall give full consideration to all 
factors in connection with the etal condition of applicants and 
insured institutions, and shall have power to make such adjustments 
in their financial statements as the Corporation finds to be necessary.” 


Recommendation 

Amend subsection (c) as follows: (1) By inserting immediately 
after the language “the management of the applicant” a comma and 
the language “the character or nature of its facilities for serving the 
public,”; (2) by inserting immediately after the language “inconsist- 
ent with” the language “sound and”; (3) by inserting immediately 
after the language “economical home financing” a comma and the lan- 
guage “with the rendering of proper services to the public, or”; and 
(4) by amending the last sentence to read as follows: “In considering 
applications for such insurance the Corporation shall give full con- 
sideration to all factors in connection with the financial condition and 
policies of applicants, the need for additional insured institutions in 
the community, and the effect of the granting of insurance upon exist- 
ing insured institutions in the community, and shall have power to 
impose such conditions to insurance, which conditions may be con- 
ditions precedent or conditions subsequent, as it may deem necessary 
or advisable in the public interest or for the protection of investors. 
Any such conditions heretofore imposed are hereby validated.” 
Reasons 

These amendments relate to the grounds of discretionary rejection 
of applications for insurance. Amendment (1) would expressly 
authorize rejection if the character or nature of the applicant’s facil- 
ities for serving the public were of the nature set forth in the subsec- 
tion. Amendment (2) would broaden the category of grounds for 
rejection by expressly authorizing rejection if the applicant’s man- 
agement or its home financing policy (or, if amendment (1) were 
adopted, its facilities for serving the public) were inconsistent with 
“sound and” economical home financing (the quoted language would 
be added by this amendment). Amendment (3) would expressly 
authorize rejection if the applicant’s management or its home financing 
policy (or, if amendment (1) were adopted, its facilities for serving 
the public) were inconsistent with the rendering of proper services 
to the public. It is believed that this broadening of the categories for 
rejection would assist the Corporation in making proper disposition 
of applications for insurance. Amendment (4) would (a) expressly 
authorize the consideration of the financial policies of applicants for 
insurance, (0) expressly authorize the consideration of the question 
of need and of the effect upon existing insured institutions, and 
(c) expressly authorize the imposition of conditions to insurance and 
validate conditions heretofore imposed. 






160. Premium ApsUSTMENTS 
Existing law 


Nocomparable provision contained in existing law. 
Recommendation 


Amend subsection (a) of section 404 by adding thereto at the end 
thereof the following new sentence: “The Corporation may by regu- 
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lations provide for premium adjustments in the case of merger or 
consolidation involving an insured institution or insured institutions 
liquidation or dissolution of an insured institution, or purchase of 
assets by or from an insured institution.” 


Reason 


Where an insured institution merges into another insured institu- 
tion, the merging institution may have only recently made payment on 
its Insurance premium, and the premium year of the surviving institu- 
tion may shortly begin, so that there is, in part, a double payment of 
premium. Similar maladjustments may occur in the other types of 
case referred to in the proposed amendment. If the amendment were 
adopted, the Corporation would have express statutory authority to 
make such adjustments as would prevent injustices or undue burdens, 
and it is therefore believed that the amendment should be enacted. 


161. Excess Premiums Previousty Patp 


Existing law 

Subsection (c) of section 404 of the National Housing Act, as 
amended : 

“(c) If an insured institution has paid a premium (other than any 
premium which may be assessed under subsection (b) of this section) 
at a rate in excess of one-twelfth of 1 per centum of the total amount 
of the accounts of its insured members and its creditor obligations 
for any period of time after June 30, 1949, it shall receive a credit upon 
its future premiums in an amount equal to the excess premium so paid 
for the period beyond such date.” 


Recommendation 

Repeal subsection (c) with a saving clause as follows: “Provided, 
That such repeal of said subsection shall not affect any right existing 
on the effective date of such repeal.” 


Reason 

This amendment would repeal, with a saving clause, the provision 
(enacted in 1950 as a part of the reduction in the premium rate of the 
Federal Savings and Loan Insurance Corporation to one-twelfth of 
1 percent) that if an insured institution has paid a premium (other 
than additional premiums under subsection (b)) at a rate in excess 
of one-twelfth of 1 percent after June 30, 1949, it shall receive a credit 
on future premiums for the excess. It would appear that such repeal, 
with a saving clause as aforesaid, would be advisable in order to re- 
move from the act matter not currently helpful. 


162. LiquipATION oF INsuRED INSTITUTIONS 


Existing, law 

Section 406 of the National Housing Act, as amended: 

“(a) In order to facilitate the liquidation of insured institutions, 
the Corporation is authorized (1) to contract with any insured insti- 
tution with respect to the making available of insured accounts to the 
insured members of any insured institution in default, or (2) to pro- 
vide for the organization of a new Federal savings and loan associa- 
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tion for such purpose subject to the approval of the Federal Home 
Loan Bank Board. 

“(b) In the event that a Federal savings and loan association is in 
default, the Corporation shall be appointed as conservator or receiver 
and is authorized as such (1) to take over the assets of and operate 
such association, (2) to take such action as may be necessary to put 
it in a sound and solvent condition, (3) to merge it with another 
insured institution, (4) to organize a new Federal savings and loan 
association to take over its assets, or (5) to proceed to liquidate its 
assets in an orderly manner, whichever shall appear to be to the best 
interests of the insured members of the association in default; and in 
any event the Corporation shall pay the insurance as provided in sec- 
tion 405 and all valid credit obligations of such association. ‘The sur- 
render and transfer to the Corporation of an insured account in any 
such association which is in default shall subrogate the Corporation 
with respect to such insured account, but shall not affect any right 
which the insured member may have in the uninsured portion of his 
account or any right which he may have to participate in the distribu- 
tion of the net proceeds remaining from the disposition of the assets 
of such association. 

*(¢)In the event any insured institution other than a Federal sav- 
ings and loan association is in default, the Corporation shall have 
authority to act as conservator, receiver, or other legal custodian of 
such insured institution, and the services of the Corporation are here- 
by tendered to the court or other public authority having the power 
of appointment. If the Corporation is so appointed, it shall have 
the same powers and duties with respect to the insured institution 
in default as are conferred upon it under subsection (b) with respect 
to Federal savings and loan associations. If the Corporation is not so 
appointed it shall pay the insurance as provided in section 405, and 
shall have power (1) to bid for the assets of the insured institution 
in default, (2) to negotiate for the merger of the insured institution 
or the transfer of its assets, or (3) to make any other disposition of 
the matter as it may deem in the best interests of all concerned. 

“(d) In connection with the liquidation of insured institutions in 
default, the Corporation shall have power to carry on the business 
of and to collect all obligations to the insured institutions, to settle, 
compromise, or release claims in favor of or against the insured insti- 
tutions, and to do all other things that may be necessary in connection 
therewith, subject only to the regulation of the court or other public 
authority having jurisdiction over the matter. 

“(e) The Corporation shall make an annual report to the Congress 
of the operation by it of insured institutions in default, and shall keep 
a complete record of the administration by it of the assets of such 
insured institutions which shall be subject to inspection by any officer 
of any such insured institution or by any other interested party, and, 
if any such insured institution is operated under the laws of any 
State, Territory, or possession of the United States, or of the District 
of Columbia, such annual report shall also be filed with the public 
authority which has jurisdiction over the insured institution. 

“(f) In order to prevent a default in an insured institution or in 
order to restore an insured institution in default to normal operation 
as an insured institution, the Corporation is authorized, in its discre- 
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tion, to make loans to, purchase the assets of, or make a contribution to, 
an insured institution or an insured institution in default; but no 
contribution shall be made to any such institution in an amount in 
excess of that which the Corporation finds to be reasonably necessary 
to save the expense of liquidating such institution.” 


Recommendations 


(1) Amend subsection (b) as follows: (a) by striking in the first 
sentence the language “conservator or”; (b) by striking in the first 
sentence the language “and all valid credit obligations of such associa- 
tion”; and (c) by adding thereto at the end thereof the following new 
sentence : “In the event of such appoinment the Corporation shall have 
power to purchase at public or private sale the assets or any part 
thereof of such association.” 

(2) Amend subsection (c) as follows: (a) by deleting all of the first 
sentence following the language “of such insured institution” and be- 
fore the period, and inserting in lieu thereof the language “or as joint 
conservator, receiver, or other legal custodian, and to accept an ap- 
pointment in any of said capacities from the court or other public 
authority having the power of appointment”; (b) by deleting in the 
second sentence the language “shall have” and inserting in lieu thereof 
the language “shall pay the insurance as provided in section 405 and 
shall, so far as not inconsistent with its powers and duties under such 
appointment, have”; (c) by striking in the last sentence the language 
“(1) to bid for the assets of the insured institution in default, (2) to 
negotiate for the merger of the insured institution or the transfer of 
its assets, or (3)” and inserting in lieu thereof the language “(1) to 
negotiate for the merger of the insured institution or the transfer of 
its assets, or (2)”; and (d) by adding to said subsection, at the end 
thereof, the following new sentence: “Whether or not the Corporation 
is so appointed, the Corporation shall have power to purchase at public 
or private sale the assets or any part thereof of such institution.” 


) Amend subsection (d) by striking the language “the liquidation 


3 
f” 


of”. 
(4) Amend subsection (e) of section 406 by striking the language 
“State, Territory, or possession of the United States, or of the District 
of Columbia” and inserting im hieu thereof the language “State, Dis- 
trict, Territory, or possession”. 

(5) Amend subsection (f) as follows: (a) by inserting after the 
language “prevent a default” the language “or impairment”; (b) by 
inserting after the word “restore” the language “an impairment in an 
insured institution or to restore”; and (c) by striking the language 
“to save the expense of liquidating such institution” and inserting in 
lieu thereof the word “therefor”. 


Reasons 


Amendment (a) is suggested because the general objective of a con- 
servatorship is to preserve assets rather than to liquidate the institu- 
tion. Amendment (b) would strike a provision which is not an appro- 
priate provision in view of the fact that payment of credit obligations 
would not always be necessary (as in the case of a successful effort to 
merge) and because the provision might possibly be contended to mean 
that the Corporation should pay such credit obligations out of its 
own funds as distinguished from paying them out of the funds of the 
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institution in default. Amendment (c) would make clear that the 
Insurance Corporation may protect its interests where assets migh 
otherwise be sold at a sacrifice. 

(2) Amendments (a) and (b) would clarify the authority of the 
Insurance Corporation to serve as joint (as distinguished from sole) 
legal custodian in cases not involving Federal savings and loan asso- 
ciations and would make clear the Corporation’s rights and duties if 
appointed as sole or joint custodian. Amendments (c) and (d) would 
make a companion clarification to that above proposed to be made as 
to Federal associations. 

(3) The powers set forth in subsection (d) are equally needed 
whether the handling of the insured institution in default actually 
proceeds to liquidation or is accomplished through merger or other 
measures not involving liquidation. 

(4) This is a onded conforming amendment to make the language 
here appearing consisting with that used elsewhere in title 1V. 

(5) Amendments (a) ‘and (b) are intended to cover cases in which 
a contribution or purchase of assets by the Federal Savings and Loan 
Insurance Corporation might be needed not necessarily to prevent a 
“default” in the sense of the appointment of a legal custodian for pur- 
poses of liquidation but in order to prevent a writedown of accounts 
to cure an impairment, or to prevent other consequences if i impr uurment, 
Amendment (c) would relieve the present restriction by which a con- 
tribution may not be made in excess of that which the Insurance Cor- 
poration finds to be necessary to save the expense of liquidating such 
institution, which has been found to be unduly narrow. 


163. TERMINATION OF INSURED STATUS 


Existing law 

Section 407 of the National Housing Act, as amended : 

“Any insured institution other than a Federal savings and loan asso- 
ciation may terminate its status as an insured institution by written 
notice to the Corporation. Whenever in the epions of the Home 


Loan Bank Board any insured institution has violated its duty as such 
or has continued unsafe or unsound practices in conducting the busi- 


ness of such institution, or has knowingly or negligently per mitted any 
of its officers or agents to violate any provision of any law or regulation 
to which the insured institution is subject, said Board shall first give 
to the authority having supervision of the institution, if any, a state- 

ment with respect to such practices or violations for the purpose of 
securing the correction thereof and shall give a copy thereof to the 
institution. In the case of an institution of a State where there is no 
supervisory authority the statement shall be sent directly to the insti- 
ution. Unless such correction shall be made within one hundred and 
twenty days or such shorter period of time as the supervisory authority, 

if any, shall require, the Home Loan Bank Board, if it shall determine 
to proceed further, shall give to the institution not less than thirty 
days’ written notice of intention to terminate the status of the institu- 
tion as an insured institution, and shall fix a time and place for a hear- 
ing before the Home Loan Bank Board, a member thereof, or a person 
designated by the Board. The Home Loan Bank Board shall make 
written findings. Unless the institution shall appear at the hearing by 
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a duly authorized representative, it shall be deemed to have consented 
to the termination of its status as an insured institution. If the Home 
Loan Bank Board shall find that any unsafe or unsound practice or 
violation specified in such notice has been established and has not been 
corrected within the time above prescribed in which to make such cor- 
rection, the Home Loan Bank Board may issue its order terminating 
the insured status of the institution effective on a date subsequent to 
such finding and to the expiration of the time specified in such notice 
of intention. The hearing hereinabove provided for shall be held in 
accordance with the provisions of the Administrative Procedure Act, 
and shall be subject to review as therein provided and the review by the 
court shall be upon the weight of the evidence. In the event of the ter- 
mination of such status, insurance of its accounts to the extent that 
they were insured on the date of such notice by the institution to the 
Corporation or such order of termination, less any amounts thereafter 
withdrawn, repurchased, or redeemed which reduce the insured ac- 
counts of an insured member below the amount insured on the date of 
such notice or order, shall continue for a period of two years, but no 
investments or deposits made after the date of such notice or order of 
termination shall be insured. The Corporation shall have the right to 
examine such institution from time to time during the two-year period 
aforesaid. Such insured institution shall be obligated to pay, within 
thirty days after any such notice or order of termination, as a final 
insurance premium, a sum equivalent to twice the last annual insur- 
ance premium paid by it. In the event of the termination of insurance 
of accounts as herein provided the institution which was the insured 
institution shall give prompt and reasonable notice to all of its insured 
members that it has ceased to be an insured institution and it may 
include in such notice the fact that insured accounts, to the extent not 
withdrawn, repurchased, or redeemed, remain insured for two years 
from the date of such termination, but it shall not further represent 
itself in any manner as an insured institution. In the event of failure 
to give the notice to insured members as herein provided the Corpora- 
tion is authorized to give reasonable notice.” 


Recommendation 


Amend section 407 to read as follows: 

“Src. 407, (a) Any insured institution other than a Federal savings 
and loan association may terminate its status as an insured institution 
by written notice to the Corporation. Whenever, in the opinion of; the 
Board, any insured institution has violated its duty as such, has con- 
tinued any unsafe or unsound practice, or has violated any provision 
of any law or regulation to which it is subject, or any condition im- 
posed by the Corporation or any agreement entered into with the Cor- 
poration under section 403 or otherwise, the Board may cause notice 
to be served ape such institution to appear at a hearing before the 
Board, a member thereof, or a person designated by the Board and 


show cause why its status as an insured institution should not be ter- 
minated. The notice shall state the ground or grounds upon which it 
is based and a copy thereof shall be sent by registered mail to each 
director of the institution. If, after hearing, the Board finds that a 
ground or grounds, as hereinabove stated, exist for termination of the 
insured status of an institution the Board may issue its order terminat- 
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ing such status and the insured status of such institution shall cease on 
the expiration of the date fixed in such order. The Corporation shall 
have power by regulation or otherwise to define, for the purpose of 
this subsection, unsafe or unsound practice. 

“(b) All hearings under the provisions of subsection (a) hereof 
shall be conducted in accordance with the provisions of the Adminis- 
trative Procedure Act and shall be held in the Federal judicial district 
m. which the principal office of the institution affected is located unless 
it consents to another place. The Board or any member thereof or its 
designated representative shall have power to administer oaths and 
affirmations and to take or cause depositions to be taken and shall have 
power to issue subpenas and subpenas duces tecum and shall issue such 
at the request of any interested party, and the Board or any interested 
party may apply to the United States District Court of the district 
where such hearing is designated for the enforcement of such subpenas 
and subpenas duces tecum and such court shall have power to order 
and require compliance therewith. 

“Any institution aggrieved by a final order of the Board entered 
pursuant to any such heari ing may obtain a review of such order in the 
United States Court of Appeals i in the circuit in which the hearing 
was held by filing in such court within thirty days after the issuance 
of such order a written petition praying that the order of the Board 
be set aside. A copy of such petition shall be forthwith served upon 
the Board by serving a copy thereof on any of its agents and mailing 
a copy by registered mail to the Federal Home Loan Bank Board, 
Washington, District of Columbia. 

“Within thirty days after the service of such petition upon it or 
such further time as the court shall allow, the Board shall file with 
the court a copy of the order complained of and the or iginals or cer- 
tified copies of all papers and evidence presented to and considered by 
it in entering said order. The record and briefs upon which any such 
review shall be held and determined by the court shall contain such 
information and material and shall be prepared within such time and 
in such manner as the court may by rule or order prescribe. At the 
earliest convenient time the court shall determine the matter upon 
the record before it in the manner prescribed by subsection (e) of 
section 10 of the Administrative Procedure Act. The court may in its 
discretion enter judgment for costs against the petitioner. The court’s 
judgment shall be final, subject, however, to review by the Supreme 
Court of the United States upon writ of certiorari, upon petition 
therefor under section 1254 of title 28 of the United States Code by 
the petitioner or by the Board, or by certification by the court pursu- 
ant to the provisions of that section. 

“(c) Inthe event of the termination of an institution’s status as an 
insured institution, insurance of its accounts to the extent that they 
were insured on the date of such notice by the institution to the Cor- 
poration or the effective date of the order of termination, less any 
amounts thereafter withdrawn, repurchased, or redeemed which re- 
duce the insured accounts of an insured member below the amount 
insured en such date, shall continue for a period of two years, but no 
investments or deposits made after such date, shall be insured. The 
Corporation shall have the right to examine such institution from 
time to time during the two-year period aforesaid. Such insured 
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institution shall be obligated to pay, within thirty days after such 
date, as a final insurance premium, a sum equivalent to twice the last 
annual insurance premium payable by it. In the event of the termi- 
nation of insured status the institution which was the insured institu- 
tion shall give prompt and reasonable notice to all of its insured mem- 
bers that it has ceased to be an insured institution and it may include 
in such notice the fact that insured accounts, to the extent not with- 
drawn, repurchased, or redeemed, remain insured for two years from 
the date of such termination, but it shall not further represent itself 
in any manner as an insured institution. In the event of failure to 
give the notice to insured members as herein provided the Corporation 
is authorized to give reasonable notice. 

“(d) All expenses of the Board or of the Federal Savings and Loan 
Insurance Corporation in connection with the preparation for or con- 
duct of proceedings under this section shall be considered as non- 
administrative expenses.” 



















Reasons 

As in the case of the existing procedure under subsection (d) of 
section 5 of the Home Owners’ Loan Act of 1933, dealing with the 
appointment of conservators and receivers for Federal savings and 
loan associations and with other proceedings involving such associa- 
tions, the provisions of section 407 of the National Housing Act are 
presently capable of causing needless delays. The revision here sug- 
gested would, it is believed, remedy the defects of the existing section 
and provide a speedy and effective means of judicial review on the 
basis provided in the Administrative Procedure Act, as distinguished 
from review on the weight of the evidence as provided in the existing 
section. 














CRIMINAL PROVISIONS 






164. Commissions or Girrs For Procurtne Loans 










Existing law 

Section 220 of title 18 of the United States Code: 

“Whoever, being an officer, director, employee, agent, or attorney 
of any bank, the deposits of which are insured by the Federal Deposit 
Insurance Corporation, of a Federal intermediate credit bank, or of 
a National Agricultural Credit Corporation, except as provided by 
law, stipulates for or receives or consents or agrees to receive any fee, 
commission, gift, or thing of value, from any person, firm, or corpora- 
tion, for procuring or endeavoring to procure for such person, firm, 
or corporation, or for any other person, firm, or corporation, from any 
such bank or corporation, any loan or extension or renewal of loan or 
substitution of security, or the purchase or discount or acceptance 
of any paper, note, draft, check, or bill of exchange by any such bank 
or corporation, shall be fined not more than $5,000 or imprisoned not 


more than one year or both.” 


Recommendation 

Amend section 220 as follows: (1) By inserting immediately before 
the comma following the language “National Agricultural Credit 
Corporation”, a comma and the langauge “or of a Federal home loan 
bank or member thereof or any institution the accounts of which are 
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insured by the Federal Savings and Loan Insurance eae 
and (2) by striking the language “bank or corporation” and inserting 
in lieu thereof the language “bank, corporation, member, or institu- 
tion”. 

Reasons 


The Federal home loan banks and their member institutions, and 
institutions the accounts of which are insured by the Federal Savings 
and Loan Insurance Corporation, have the same need for the protec- 
tion of such a statute as the institutions now named therein, and bor- 
rowers from Federal home loan banks, member institutions, and in- 
sured savings and loan institutions have the same need for such pro- 
tection as borrowers from the institutions now covered. The interest 
of the Federal Government in protecting such institutions and bor- 
rowers is present here also, and it is believed that the statute should 
be broadened in the manner and to the extent above suggested. 


165. EmMBEzZLEMENT AND SIMILAR MISCONDUCT 


Existing law 


Section 657 of title 18 of the United States Code: 

“Whoever, being an officer, agent or employee of or connected in 
any capacity with the Reconstruction Finance Corporation, Federal 
Deposit Insurance Corporation, Home Owners’ Loan Corporation, 
Farm Credit Administration, Federal Housing Administration, Fed- 
eral Farm Mortgage Corporation, Federal Crop Insurance Corpora- 
tion, Farmers’ Home Corporation, the Secretary of Agriculture acting 
through the Farmers’ Home Administration, or any land bank, inter- 
mediate credit bank, bank for cooperatives or any lending, mort- 
gage, insurance, credit or savings and loan corporation or associa- 
tion authorized or acting under the laws of the United States or any 
institution the accounts of which are insured by the Federal Savings 
and Loan Insurance Corporation, and whoever, being a receiver of 
any such institution, or agent or employee of the receiver, embezzles, 
abstracts, purloins or willfully misapplies any moneys, funds, credits, 
securities or other things of value belonging to such institution, or 
pledged or otherwise intrusted to its care, shall be fined not more 
than $5,000 or ane not more than five years, or both; but if 
the amount or value embezzled, abstracted, purloined or misapplied 
dloes not exceed $100, he shall be fined not more than $1,000 or im- 
prisoned not more than one year, or both.” 


‘Recommendation 


Amend section 657 by inserting therein, immediately before the 
comma following the language “Federal Savings and Loan Insurance 
Corporation”, the language “or which is a member of a Federal Home 
Loan Bank”, 


Reasons 

The Federal Government would appear to have a legitimate inter- 
est in the protection of the financial interests of members of the Fed- 
eral Home Loan Banks both as borrowers and prospective borrowers 
from the Banks and as institutions over which it exercises, through 
the Federal Home Loan Bank Board and the Federal Home Loan 
Banks, some degree of supervision and regulation. It is therefore 
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believed that the section should be broadened in the manner and to 
the extent above suggested. 


166. FALsE ENTRIES AND OTHER FALSE OR FRADULENT CONDUCT 


Existing law 

Section 1006 of title 18 of the United States Code: 

“Whoever, being an officer, agent or employee of or connected in 
any capacity with the Reconstruction Finance Corporation, Federal 
Deposit Insurance Corporation, Home Owners’ Loan Corporation, 
Farm Credit Administration, Federal Housing Administration, Fed- 
eral Farm Mortgage Corporation, Federal Crop Insurance Corpora- 
tion, Farmers’ Home Corporation, the Secretary of Agriculture act- 
ing through the Farmers’ Home Administration, or any land bank, in- 
termediate credit bank, bank for cooperatives or any lending, mort- 
gage, insurance, credit or savings and loan corporation or association 
authorized or acting under the laws of the United States or any in- 
stitution the accounts of which are insured by the Federal Savings and 
Loan Insurance Corporation, with intent to defraud any such insti- 
tution or any other company, body politic or corporate, or any indi- 
vidual, or to deceive any officer, auditor, examiner or agent of any 
such institution or of department or agency of the United States, 
makes any false entry in any book, report or statement of or to any 
such institution, or without being duly authorized, draws any order or 
bill of exchange, makes any acceptance, or issues, puts forth or assigns 
any note, debenture, bond or other obligation, or draft, bill of ex- 
change, mortgage, judgment, or decree, or, with intent to defraud 


the United States or any agency thereof, or any corporation, insti- 
tution, or association referred to in this section, participates or shares 
in or receives directly or indirectly any money, profit, property, or 
benefits through any transaction, loan, commission, contract, or any 
other act of any such corporation, institution, or association, shall be 
fined not more than $10,000 or imprisoned not more than five years, 
or both.” 


Recommendations 

Amend section 1006 by inserting, immediately before the comma 
following the language “Federal Savings and Loan Insurance Cor- 
poration”, the language “or which is a member of a Federal Home 
Loan Bank”. 


Reasons 


In addition to the reasons set forth above in connection with the 
suggested amendment to section 657 of the same title, the Federal 
Government would appear to have a further interest in extending the 
protection of section 1006 to Federal Home Loan Bank members, in 
that the misconduct punishable under section 1006 specifically in- 
cludes cases where there is intent to deceive any officer, auditor, ex- 
aminer, or agent of a department or agency of the United States. It 
is believed that for these reasons section 1006 should be broadened as 
suggested. 


































RECOMMENDATIONS OF THE BUREAU OF FEDERAL 
CREDIT UNIONS 


Lerrer or TRANSMITTAL 





DepaRTMENT OF HeatrH, Epucarion, AND WELFARE, 
Washington, October 4, 1956. 
Hon. A. Wit1is Ropertson, 
Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear Senator Ropertson: Enclosed for the committee’s use in its 
study of Federal statutes governing financial institutions and credit 
are the recommendations of this Department regarding proposed 
revisions of the Federal Credit Union Act. 

These proposals are designed to remove obsolete provisions from 
the law and in some instances to add new authority where desirable 
or needed. 

We are continuing to study the law and the various problems 
arising in the course of its administration. As the result of that 
study we may subsequently suggest to the Congress other amend- 
ments. 

We shall be glad to assist your committee in drafting the amend- 
ments to effectuate the enclosed suggestions, if you so desire. 

Because of the limited time available for preparation of these rec- 
ommendations, no advice has been obtained from the Bureau of the 
Budget as to their relationship to the program of the President. 

Sincerely yours, 
M. B. Forsom, Secretary. 





167. Remova or Ossotetr Date rn Section 8 
Existing law 

“Src. 8. Bytaws.—In order to simplify the organization of Federal 
credit unions the Director shall, on June 26, 1924, cause to be pre- 
pared a form of organization certificate and a form of bylaws, con- 
sistent with this chapter, which shall be used by Federal credit union 
incorporators, and shall be supplied to them on request. At the time 
ef presenting the organization certificate the incorporators shall also 
submit proposed bylaws to the Director for his approval.” 
Recommendation 

Delete “on June 26, 1934” from this section since it is obsolete. 
Reason 

Standard bylaws and organization certificate should be revised 
from time to time as deemed necessary. 
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168. MemMBERSHIP OF SUPERVISORY COMMITTEE 


Existing law 


“Sec. 11. ManaAGEMENT.—(a) GENERALLY.—The business affairs of a 
Federal credit union shall be managed by a board of not less than 
five directors, a credit committee of not less than three members, and 
a supervisory committee of three members (a majority of whom 
shal] not be directors) all to be elected by the members (and from 
their number) at their annual meeting, and to hold office for such 
terms, respectively, as the bylaws may provide. A record of the 
names and addresses of the members of the board and committees 
and officers shall be filed with the Bureau within ten days after their 
election. No member of the board or of either committee shall, as 
such, be compensated.” 


Recommendation 


Prohibit overlap of supervisory committee membership with board 
of directors or credit committee. 


Reason 


It is believed that the supervisory committee should be composed 
of persons who are not involved in or responsible for any operations 
of the Federal credit union. It can then be more objective in making 
its audits of the affairs of the organization. 


169. Cuaneces 1n Sec. 11 (b) or Acr 


Existing law 

“Sec. 11 (b) Orricers.—At their first meeting after the annual meet- 
ing of the members, the directors shall elect from their number a presi- 
dent, a vice president, a clerk, and a treasurer, who shall be the execu- 
tive officers of the corporation and may be compensated for their 
services to such extent as the bylaws may provide. The offices of clerk 
and treasurer may be held by the same person. The duties of the 
officers shall be as determined by the bylaws, except that the treasurer 
shall be the general manager of the corporation. Before the treasurer 
shall enter upon his duties he shall give bond with good and sufficient 
surety, in an amount and character to be determined from time to time 
by the board of directors in compliance with regulations prescribed, 
from time to time, by the Director, conditioned upon the faithful per- 
formance of his trust.” 


Recommendation 


(a) Provide for more than one vice president. Change “a vice 
president” to “one or more vice presidents”. 

(6) Change name of “clerk” to “secretary”. 

(c) Provide that among the elected officers the treasurer only may 
be compensated. 


Reason 


(a) Some Federal credit unions have requested permission to amend 
bylaws to provide for more than one vice president. This is justifiable 
in some cases. 

(5) A number of credit union leaders have suggested this change. 
Secretary is more descriptive of the position and would probably add 
dignity to the office. 
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{c) The act prohibits compensation for directors and committee- 
men. Members of the credit committee and supervisory committee 
normally must devote as much or more time to their duties than is 
required of the president, vice president, or clerk. The treasurer is 
general manager and should be compensated in proportion to the 
requirements of his duties and the ability of the Federal credit union 
to pay. 

Service on the management staff of Federal credit unions has tra- 
ditionally been on a voluntary basis without compensation. It is 
believed that the nonprofit and cooperative nature of Federal credit 
unions can best be preserved if its officials (other than treasurer) will 
continue to serve without compensation. If other officers are compen- 
sated, it follows that credit committeemen and supervisory committee- 
men should also be compensated. Such a development would tend to 
change the motivation for service in these positions and lead to com- 
mercialization of the operations. 

At present bylaws of all Federal credit unions provide only for 
compensation of the treasurer. It is suggested that this principle be 
incorporated in the act itself. 


170. CLEerRIcAL AND AubITING ASSISTANCE FOR SUPERVISORY COMMITTEE 


Existing law 
“Sec. 11 (c) Drrecrors.—The board of directors shall meet at least 
once a month and shall have the general direction and control of the 
affairs of the corporation. Minutes of all such meetings shall be kept. 
Among other things they shall act upon applications for membershup ; 
require any officer or employee having custody of or handling funds 
to give bond with good and sufficient surety in an amount and char- 
acter to be determined from time to time by the board of directors in 
compliance with regulations prescribed, from time to time, by the 
Director, and authorize the payment of the premium or premiums 
therefor from the funds of the Federal credit union; recommend the 
declaration of dividends; fill vacancies in the board and in, the credit 
committee until successors elected at the next annual meeting have 
ualified; have charge of investments other than loans to members; 
etermine from time to time the maximum number of shares that may 
be held by any individual; subject to the limitations of this chapter, 
determine the interest rates on loans and the maximum amount that 
may be loaned with or without security to any member and, subject to 
such regulations as may be issued by the Director, authorize an 
interest refund to members of record at the close of business on Decem- 
ber 31 in proportion to the interest paid by them during that year.” 


Recommendation 

Provision for compensation of necessary clerical and auditing assist- 
ance requested by supervisory committee. 
Reasons 

The supervisory committee is charged with the responsibility for 
making internal audits of the affairs of the Federal credit union. The 
members of the committee serve without compensation. Usually they 


need clerical or professional auditing assistance to carry out their full 
responsibilities, but the committee does not have authority to authorize 
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expenditure of funds for such assistance. It is important that the 
board of directors give full attention and support to the committee’s 
need for assistance. 

The Federal Credit Union Act provides for a supervisory commit- 
tee to perform periodic internal audits of the affairs of the Federal 
credit union. Up to this time the performance of many such commit- 
tees has been less than satisfactory. The Bureau of Federal Credit 
Unions has prepared and is issuing an improved manual for such com- 
mittees and will endeavor to strengthen their performance. If con- 
certed efforts to obtain adequate performance of the internal audit 
function do not succeed, it may be necessary to suggest a revision of the 
basic law in this area. The Department does not have any specific 
proposal of this nature at this time. 


171. Maxtwum Size or Loans, UNsecurep Loan LIMIT, AND 
Loan OFFICER 
Existing law 

“Sec. 11 (d) Creprr commirree.—The credit committee shall hold 
such meetings as the business of the Federal credit union may require 
and not less frequently than once a month (of which meetings due 
notice shall be given to members of the committee) to consider appli- 
cations for loans. No loan shall be made unless approved by a ma- 
jority of the entire committee and by all the members of the committee 
who are present at the meeting at which the application is considered. 
Applications for loans shall be made on forms prepared by such com- 
mittee, which shall set forth the purpose for which the loan is desired, 
the security, if any, and such other data as may be required. No loan 
shall be made to any member which shall cause such member to become 
indebted to the Federal credit union in the aggregate, upon loans made 
to such member, in excess of $200 or 10 per centum of the Federal 
credit union’s paid-in unimpaired capital and surplus, whichever is 
greater, or In excess of $400 unless such excess over $400 is adequately 
secured. For the purposes of this subdivision an assignment of shares 
or the endorsement of a note shall be deemed security.” 
Recommendation 

(a) Provide specific authority for the Director of the Bureau of 
Federal Credit Unions to impose, by regulation, maximum loan limits. 

(>) Increase the unsecured loan limit from $400 to $500. 

(c) Provide authority for the credit committee to delegate to a loan 
oflicer, for whom compensation would be authorized, power to approve 
loans under specified conditions. 

Reasons 

(a) The 10 percent limit on loans is not realistic for Federal credit 
unions that have reached considerable size. There has been very little 
abuse of this situation up to this time but it is desirable to provide clear 
authority to deal with this area if and when the need may become 
apparent. 

(6) The unsecured loan limit has been progressively increased by 
action of Congress from an initia] limit of $50 in the original act to 
$100 in 1940, $300 in 1946, and $400 in 1949. The experience of Fed- 
eral credit unions has been very good in making unsecured loans and 
it is believed logical now to increase the limit to $500. The cost of 
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living has increased substantially since 1949 so that a limit of $500 at 
this time would not be out of line with a limit of $400 in 1949. 

(c) The volume of loan applications in some Federal credit unions 
is rather large and the credit committee (which is not compensated) 
finds it difficult to give the time needed to render prompt loan service 
in many emergencies. 


172. Secrion 19 or Act 

Keisting law 

“Sec. 19, APPROPRIATION FOR ADMINISTRATION.—Not to exceed $50,000 
of the fund available to the Governor [of the Farm Credit Adminis- 
tration] under section 1404 of this title, for expenses of administra- 
tion in connection with loans made thereunder to aid in the establish- 
ment of agricultural credit corporations, is made available also for 
administrative expenses in administering this chapter.” (June 26, 
1934, c. 750, sec. 19, 48 Stat. 1222.) 
Recommendation 


Delete section 19 of the act and renumber sections 20-22 accord- 
ingly. 
Reasons 


The section is obsolete. It refers only to the initial appropriation 
of funds for administration of the act. 


173. ALLOTMENT oF SPACE IN FepERAL BurILpINGs 


Ewisting law 


“Sec. 21, ALLOTMENT OF SPACE IN FEDERAL BUILDINGS.—U pon appli- 
cation by any credit union organized under State law or by any Fed- 
eral credit union organized in accordance with the terms of this ¢ hap- 
ter, the membership of which is composed exclusively of Federal em- 
ployees and members of their families, which application shall be ad- 
dressed to the officer or agency of the United States charged with the 
allotment of space in the Federal buildings in the community or dis- 
trict in which said credit union or Federal credit union does business, 
such officer or agency may in his or its discretion allot space to suc h 
credit union if space is available without charge for rent or services. 
(June 26, 1934, c. 750, sec. 21, as added July 9, 1937, c. 471, 50 Stat. 
487.) 


Recommendation 

That the word “exclusively” be changed to “primarily”. 
Reasons 

Several Federal credit unions organized to serve Federal employees 
have a few members who are not Federal employees. An example of 


this is a retired Federal employee who wishes to continue his member- 
ship in the Federal credit union after he has retired, 





212 STUDY OF BANKING LAWS 


174. Ropeery or A Feperau Creprr UNION 


Existing law 

(Title 18, sec. 2113, USC).—‘“(g) As used in this section the term 
‘savings and loan association’ means any Federal Savings and Loan 
Association and any ‘insured institution’ as defined in section 401 of 
the National Housing Act, as amended.” 


Recommendation 

False entries, forgery and embezzlement involving Federal credit 
unions are now Federal offenses. Therefore, it is ‘logical that the 
crimes covered by section 2113 involving Federal credit unions be 
specifically provided for. 
Reasons 

This amendment would be to the advantage of the Bureau of Federal 
Credit Unions and Federal credit unions as a deterrent to such crimes 
and would also permit the Federal Bureau of Investigation to assume 
jurisdiction which is now lacking. 


175. CHANGE REFERENCES IN ACT 


Recommendation 


Change references in the act to the Federal Deposit Insurance Cor- 
poration and the Farm Credit Administration to the Bureau of Fed- 
eral Credit Unions and substitute the Director of that Bureau for the 
Governor of the Farm Credit Administration. References to the Fed- 
eral Security Agency and the Federal Security Administrator should 


also be changed to the Department of Health, Education, and Welfare 
and the Secretary, respectively. 


Reasons 

These changes would reflect the transfers of functions effected by 
reorganization plans and statutes passed since the Federal Credit 
Union Act was originally enacted. 


O 








